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Comment 


ACK to fundamentals—is a phrase likely to repel 
those who by temperament want to advance to 
something new. 

We'll try anything once—is perhaps the attitude of 
the opposite temperament. 

Between these extremes when we meet them in the 
world of management is there no middle course? Is 
the backward look or the experimental outlook to be 
preferred? 

The answer surely is that the two have to be com- 
bined, that they can really be supplementary and 
mutually supporting attitudes of mind. 

There are fundamentals in management. There is a 
body of tested and proved general principles which have 
been capable of wide application in organizations of 
many kinds. To a considerable degree the world is in- 
debted to Frederick W. Taylor for insisting that a 
scientific approach to this field would yield an organized 
body of general truths. The answer is that it has. 

In the analysis of functions, in determining the right 
structure for organizations, in the control of operations, 
the establishment of standards both for methods and 
for results,—the gains have been impressive. The vol- 
ume entitled “Scientific Management in American In- 
dustry,” edited by Dr. Harlow S. Person (1929) has 
given a fundamental statement of the fruition of the 
work of Mr. Taylor and others. The approach to the 
management problem has been established. It is sum- 
marized in that volume under four heads—research, 
standards, control and maintenance. 

The late W. H. Leffingwell similarly epitomized the 
scientific approach in his summary “Five Principles of 
Effective Work” with the words,—plan, schedule, exe- 
cute, measure, reward. 

No organization can pretend to do a good job mana- 
gerially, if it does not go back to fundamentals in this 
sense; and do this not once but continuously. 

At least one-half of the justification for a society to 
advance management is its educational value in helping 
more and more organizations to an intelligent applica- 
tion of sound principles. Too often the application has 
been piece-meal. We find a well-managed production 
department but a poorly co-ordinated sales department. 
Or the reverse. 

Accounts of successful applications are of great as- 
sistance. We need more of them. We learn most 
readily by example. And we need to be reminded of 
the need for a consistent application of sound principles 


(Continued on page 30) 
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(Continued from page 29) 
to every area of management activity; and of the need 
for re-appraising existing policies and installations to 
be sure that they still work validly. 

And on the other hand, we need also a forward- 
looking experimental attitude. All management prob- 
lems have not been solved. What of the optimum size 
for organizations with different purposes? What of 
the proper relation of research upon product or process 
to the desirability of scrapping going machines and 
methods? What of the relation of the individual plant 
with high efficiency and low costs to an industry over- 
capitalized, over-equipped with plants and subject to 
cut-throat competition in the market? 

Putting one phase of the problem more broadly—is 
the scientific management of a single producing unit 
able to be truly scientific if it tries to operate without 
reference to conditions in its industry as a whole? 

Has the scientifically minded manager no responsi- 
bility for or no direct concern with the operation of his 
industry as a scientifically managed industry? 

The idea of planning—of knowing what the aim is 
and of adapting means economically to the accomplish- 
ment of that aim—is a fundamental idea, accepted 
widely in managerial circles. 

Can we stop with planning applications at the door of 
the factory? 

Is there not the professional responsibility upon us 
to go back to fundamentals and at the same time to go 
forward to the use of those fundamentals more consist- 
ently and more daringly than ever before? 

The engineering approach is one which implies the 
benefits of large output, of low cost, of quality product. 
The engineering and managerial drive is, when it is 
undisturbed by other factors, fundamentally a social 
drive. 

What are the disturbing factors? Why can we not 
engineer and manage our economy into a use of the 
productive abundance we have learned how to create? 

Until these questions are faced, managers have not 
thought about their functions in genuinely scientific, 
truth-seeking terms. 





MONG the problems of management upon which 
the returns are not all in, is the problem of 
centralization versus decentralization, of cen- 

tralized authority versus local responsibility. 

Even within an organization like THE SocIETy FoR 
THE ADVANCEMENT OF MANAGEMENT it is not easy to 
steer the right course between local and central-office 
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activity. And the problem is not made any easier at this 
time when financial retrenchment does not permit us to 
have a full-time executive in the national office to foster 
and inform local activity as much as would be ideally 
desirable. 

Yet the policy should be clear. The vitality, growth 
and influence of our Society are directly dependent 
upon the strength of local activities and student 
branches. They can keep the fact and the meaning of 
the national body before members in localities where 
chapters exist in a unique way that is of superlative 
benefit to all. Local units can and do conduct meetings 
which are splendidly educational because closely related 
to the needs of local groups. 

The central office, on its side, can offer guidance, act 
as a clearing-house of information both for chapters 
and for individuals, and publicize significant ideas in 
the Journal, the News Bulletin and the annual confer- 
ence. Up to the very limit of its resources the central 
office is the service agency for local chapters and in- 
dividual members alike. If it does not serve intelli- 
gently, it is only because it has not appreciated what 
services are most valued. 

There should be at least twenty chapters to make our 
Society’s influence really felt throughout the nation. 
And as a training and proving ground for later mem- 
bership there might well be two score student branches. 

The answer to any who have misgivings about 
whether a national organization can be of any real aid 
to local groups is to organize a group (only ten mem- 
bers from a locality are needed as a start) and discover 
how anxious the central office is to be of service. 

And there will then come, all the sooner, the time 
when we can again afford an executive director who can 
continuously enhance a fruitful relation between the lo- 
cal and the national organization. 





HE article-review of the four recent studies of the 
Brookings Institution by Professor McCracken 
in this issue calls attention to a significant piece 

of economic research. The factual findings of these 
four studies merit the thoughtful consideration of every 
executive. No one can pretend to a realistic grasp of 
present economic trends who fails to take account of 
data they present. Management science simply cannot 
develop to its largest usefulness unless the thinking of 
managers is illuminated by the results of this type of 
analysis. We are under special debt to Professor Mc- 
Cracken for his willingness to prepare this able evalua- 
tion. 
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Training and Selection of Workers 


By RALPH W. LANGLEY 


Industrial Engineer, St. Louis 


And JOHN R. EDWARDS 


Industrial Engineer, St. Louis 


HE importance of training workers has not been 
stressed in recent years and few references to the 
subject have been made in the recent literature on 

management. 

Considering economic conditions, this was to be ex- 
pected. The employes remaining in industry were 
picked individuals and the importance of training them 
has not been as apparent as when new operators were 
being taken on to meet demands for more output. 

As industrial activities increase, each employer will 
seek people already trained for the kind of work which 
he needs done. But many of his former workers will 
have become established in other cities and will not re- 
spond. Others will be unable or unwilling to return to 
their old jobs. Some will come back to find that new 
methods and equipment have been installed in their ab- 
sence. Under these conditions it will be necessary to 
devote serious attention to training in order to reach the 
operating efficiency required to permit the employer to 
pay the wages which will be demanded and at the same 
time to keep down labor turnover. 

Industry as a whole will be faced with the necessity 
of selecting and training a large number of people. 

In the older literature on scientific management atten- 
tion has been repeatedly directed to the importance of 
training workers. 

To cite only a few of the statements as to its impor- 
tance, Frederick W. Taylor wrote,” “The greatest pros- 
perity can only exist as the result of the greatest 
productivity of the men and the machines of the estab- 
lishment. . . . If the above reasoning is correct, it fol- 
lows that the most important object of both the 
workmen and the management should be the training 
and development of each individual in the establishment, 
so that he can do (at his fastest pace and with the maxi- 
mum of efficiency) the highest class of work for which 
his natural abilities fit him.” 

Societe Non toe od oe seas, seeninn of Federated Management 


oe of Scientific Management” by Frederick W. Taylor, 
page 12. 


King Hathaway says,* ““The acceptance of this view- 
point places upon management a definite responsibility 
for so selecting, training, and assisting the workers that 
all those assigned to a given kind of work will be “first 
class” operators or may properly be expected in due 
time to become “first class.” 

Gantt * devoted a chapter to it in his book, “Work, 
Wages and Profits.” He stressed the importance of : 


1. Developing the best method of doing the work. 

2. Reducing the method to writing. 

3. Teaching it to the workmen by means of a compe- 
tent instructor. He found, among others, the following 
results : 

a. Many excellent operators were developed from the 
ranks of the unskilled. 

b. Workers were better satisfied, co-operated with 
the management, and had increased confidence in it. 

c. Labor turnover was decreased. 

d. Production was increased. 


The purpose of this paper is to describe a systematic 
method of training and to show that it not only devel- 
ops skill rapidly, but as an incident collects information 
which is of value both in the preliminary and in the final 
selection of workers. By preliminary selection is meant 
the decision as to whether the beginner is a sufficiently 
good prospect to be retained permanently. By final 
selection is meant the determination of the operator’s 
capabilities ; that is to say, the classes of work which he 
can be taught to do successfully in a period which is 
economically practicable. 

In order to give an example of the results which can 
be obtained by systematic training, the progress of two 
representative groups of operators is given. One group 
had been operating for three years on piece work with- 
out systematic or formal training; the other group had 
had no previous experience. 

When comparing the progress made by a group of 
operators without such instruction with that made by a 
group under systematic instruction, it has not been 

3 “Methods Study” by King Hathaway, Bulletin of the Taylor Society, 
October, 1930, page 220 


“Work, Wages and Profits” by H. L. Gantt, chapter on training the 
worker in habits of industry. 
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possible to eliminate entirely all other variables, such as 
service to the operator by inspectors and other auxil- 
iaries. But these variables were kept as nearly constant 
as possible and may be considered as constant in view 
of the long training periods. 

It should be noted in this connection that systematic 
training can be carried on effectively only after the 
methods have been standardized and reduced to writing 
and the tasks set on the basis of elementary time studies. 

In addition, it is necessary to standardize working 
conditions and equipment, to provide a system of pro- 
duction control, to route suitable work to new operators, 
and to organize the various auxiliary functions, such as 
inspection, to provide uniform requirements as to qual- 
ity, and the order of work function to provide prompt 
service. 

Without these arrangements, it is almost impossible, 
with any variety or work, to exclude such variables as 
delays, variations in method and equipment, and vari- 
able standards of inspection,—all of which confuse the 
new operator, multiply the methods to be learned, and 
make it difficult or impossible for the new operator to 
make rapid progress. 

While it is not the purpose of this paper to go into 
detail in describing the installation of scientific manage- 
ment, it is thought worthwhile to emphasize the fact 
that it is not possible to derive the full benefits which 
result from training the operator without following 
through with all of the four principles of scientific man- 
agement; namely, to develop a science for doing the 
work, to select and train the operators, to develop co- 
operation between workers and management and to 
bring about acceptance by the management of its share 
of responsibility for such things as providing and main- 
taining tools and equipment, and providing materials 
and supplies of the right quality. 

It may be possible in some instances to select the in- 
dividuals best fitted for the work to be done by giving 
the applicants psychological tests, or by making the se- 
lection on the basis of past experience in similar kinds 
of work. While both of these methods may be of 
value, the final test of proper selection will be the per- 
formance of the individual on the job. Whether this 
performance will be satisfactory will depend as much 
on the quality of the instruction given the worker dur- 
ing the first few weeks of employment as upon a wise 
selection of the individual. No attempt was made to 
select applicants by means of tests. Applicants who 
passed a thorough physical examination and who had no 
apparent physical handicaps, and who obviously were 
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sufficiently intelligent, were taken on as occasion re- 
quired. 

It has been our experience that it is necessary to give 
careful and thorough individual instruction to the new 
operator during the first two weeks especially in order 
to prevent his becoming discouraged and indifferent. 

The results obtained by training will also depend on 
the wise selection and careful training of the functional 
foreman designated as the instructor, and on individual 
instruction so directed as to strengthen weak points. 
The following method of selecting an instructor usually 
works well. 

From among the best operators select the one who 
combines the most energy, intelligence and patience with 
the best disposition and personality. Have this opera- 
tor do the work from which the methods and the origi- 
nal elementary time-study data are derived. This gives 
the methods man opportunity to check his original esti- 
mate of this operator’s qualities. If his original good 
opinion is verified, make this operator the first instruc- 
tor at a rate of pay high enough to be distinctly at- 
tractive. 

If it is possible to do so, we prefer to take on only 
two new operators every two weeks for each instructor. 
If it is necessary to take on operators more rapidly, we 
have at least one instructor for every six new operators. 
In making the methods and time studies each complete 
operation or job is broken down into several component 
or sub-operations consisting of cycles of elementary 
operations. The instructor first teaches each member 
of the group the correct method of performing each 
sub-operation on each job and then concentrates his ef- 
forts on two operators at a time to bring their output 
up to the task requirement on one simple sub-operation. 
The purpose of this procedure is to determine in the 
first two weeks whether there is any operator in the 
group who cannot learn to do the simplest sub-operation 
in the task time. If so, he is given special attention for 
one more week before it is decided whether he shall be 
transferred to other work or dropped. In almost every 
case this additional week of training serves to bring the 
slower operator up to the requirement on at least one 
sub-operation. 

A record is kept of each operator’s progress on each 
sub-operation, and as fast as the task requirement is 
met on one, another is selected and the operator brought 
up to task time on it. Meanwhile no effort is made to 
get increased speed on the more difficult sub-operations. 
As these are encountered later, they usually offer little 
difficulty. They have been performed repeatedly in the 
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correct manner during the training period, and it is only 
necessary to give the operator some individual instruc- 
tion in order to enable him to do each in the task time. 

In connection with the more difficult operations an in- 
teresting conclusion was reached. The standard meth- 
ods originally selected, and based on the work of an 
operator already trained, were not as quickly learned in 
some instances by new operators as other slightly differ- 
ent methods equally rapid, which were later developed 
because most of the new operators encountered diffi- 
culty in doing these particular operations in the task 
time. As the work was done entirely by hand and no 
machine equipment was involved it was not difficult to 
modify the methods. 

This plan of training reveals not only the operator’s 
deficiencies, but also his special aptitudes as they exist 
or as they are developed. It not only confirms or re- 
jects the first selection of the operator for the work as 
a whole, but carries on the selection for specific kinds 
of work as a part of the training program. 

For example, in the work to be described later there 
was a small group of highly skilled operators constantly 
engaged in weighing small quantities of costly goods 
very accurately and a larger group engaged in weighing 
cheaper goods on much less sensitive scales, less accu- 
rately. A knowledge of the rapidity with which skill 
was developed by new operators in the weighing opera- 
tion during their training period was most useful in 
choosing individuals to be added to the smaller group as 
required. 

A definite schedule of progress to be made week by 
week by new operators during the training period was 
laid out and the progress of each was checked against it 
every week. The progress schedule is expressed in 
terms of the ratio of the task or standard time to the 
time actually taken for all jobs finished during the week. 
This ratio is the same as the percentage of task 
accomplished, and is referred to as the operator’s 
efficiency. Bonus is paid however only on jobs accom- 
plished in the task time. 

The jobs assigned to operators in training are con- 
fined to the simplest classes, selected because they 
involve the smallest variety of the least difficult opera- 
tions. It sometimes happens that more difficult jobs 
are assigned either through error or because of pro- 
duction demands. Such jobs are excluded from the 
calculation of the efficiency of the operator in training. 
The proper selection of jobs for the new operator has 
an important bearing on his progress. 

If the new operator’s efficiency for any week fails to 
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improve according to schedule, the jobs worked are re- 
viewed. The instructor keeps a record of the time taken 
by each operator in his group of operators in training 
to do each of the principal sub-operations. 

From this record the sub-operation which requires 
attention is recognized and the methods man determines 
by means of an elementary time study of the operator’s 
work on this operation in what group of elements the 
difficulty lies. The instructor then gives special atten- 
tion to this particular cycle or group of elements. This 
method of reviewing and checking the new operator’s 
work directs the instructor’s efforts to those parts of it 
which most need attention. It also shows which of the 
new operators have special aptitudes, and what these 
are, and permits the selection of operators as they are 
needed for more difficult and more highly paid kinds of 
work. Usually in a group of six there will be at least 
one whose performance on all operations is exception- 
ally good, and always one or more who show excep- 
tional ability on some operations. 

As previously stated, the work was done almost en- 
tirely by hand, and consisted of jobs made up of several 
small component operations. Although there was a 
great variety of materials they could be classified as to 
those characteristics which determined the method to be 
used in handling. For each class of materials the uten- 
sils and methods were studied and standardized and 
elementary time studies made of groups of basic ele- 
ments. 

Instruction cards were written and tasks were set 
using the Gantt task and bonus plan of wage incentive. 
A system of planning and control of the work was put 
into effect, the auxiliary functions organized and the 
personnel of such functions trained in order to avoid 
delays in providing work for the operators. While this 
was being done, method and time study work was con- 
tinued and an instructor selected. The system in use 
when this work was started was piece work based on 
less exact time studies and on conditions as found, with 
a guaranteed minimum hourly rate but with no written 
instruction cards or standard elementary data. Over a 
period of years, changes in the work had occurred with- 
out corresponding changes in rates, so that the operators 
earned higher wages on some jobs than on others. . 

From the records of piece work earnings, it appeared 
that 30 per cent of the operators earned high wages 
consistently, 30 per cent earned medium and 40 per cent 
low wages. Taking the first group’s earnings as one 
hundred, the earnings of the second group was eighty 
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and the third group seventy. Some individual’s earn- 
ings were as low as fifty in the third group. 

The first operators changed over from piece work to 
task and bonus were those whose earnings had been the 
highest. These were taken on one at a time by the 
instructor and taught the standard methods. Each job 
was supervised by the instructor until the operator 
earned bonus on it. Then another operator of this 
class was taken on and the process repeated. 

No difficulty was encountered in bringing the first 
class of operators up to the task time, but when the 
second class was reached, it was found that the effi- 
ciency of the group as a whole was only seventy per 
cent. The chief difficulty lay ia the fact that no clearly 
defined standards of quality existed, and what was ac- 
ceptable today might not be so tomorrow. As a conse- 
quence, these operators fussed with the work instead of 
finishing it and putting it aside. It took longer to over- 
come this habit than to teach the operators to do the 
work in the time allowed once the habit was overcome. 
The members of this group had been doing the work for 
three years on piece work and had learned the correct 
method for most of the operations. The instructor took 
this group on at the rate of two a week and brought the 
group up to 90 per cent efficiency in two months from 
the time the first operator in the group started. We 
would have continued with this group but at this point 
it became necessary to increase the operating force to 
meet increased demands for production. The third 
group was not available for training because it had been 
transferred to other work. 

An entirely new group of operators was taken on at 
the rate of two a week. The easiest jobs to learn were 
assigned as far as we knew them from our experience 
in training the second group. The instructor taught the 
proper method for each operation without regard to the 
time taken until the operator performed each properly 
without hesitating over it. Then the easiest operation 
was selected and the operator was brought up to task 
time on it. As difficulty was encountered on an opere- 
tion, the cycle or group of elements in it which was re- 
sponsible was located by elementary time study and 
further training applied to that group of elements. 

At the end of fourteen weeks this group of new 
operators which started at 37 per cent efficiency had 
been brought up to 70 per cent. This was the point 
reached after three years by a comparable group with- 
out systematic instruction on piece work. Comparing 
the further progress of these two groups beyond 70 per 
cent efficiency, it took the group of new operators six 
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weeks and the group of old operators of the second 
class two months to reach 90 per cent. The difference 
was due in part to one exceptional operator in the new 
group and in part to better understanding on our part 
of the training problem. 

When the new grcup reached ninety, it was again 
necessary to divert attention to operators of lower effi- 
ciency because the original third group, whose transfer 
to other work made it necessary to take on new opera- 
tors, was transferred back. This third group’s earn- 
ings on piece work had been 70 per cent of that of the 
best paid group on piece work. The efficiency of this 
third group as a whole, when started on task and bonus, 
was 40 per cent, or about that of a group of new opera- 
tors. The methods used and the time required to bring 
this group up to 90 per cent efficiency were about the 
same as in the case of the group of new operators. 

After this group had been trained we had an oppor- 
tunity to go back to the group of new operators who 
had been left when they had reached 90 per cent effi- 
ciency. One or two had been falling to eighty at times, 
and it was found that they had fallen back into poor 
methods and had become discouraged. The instructor 
found the operations upon which they were losing time 
and the methods man found the cycle of elements in 
the operation. The instructor then drilled the operators 
in these cycles as they were encountered on various jobs 
and brought the operators up to task time on them. 

The objective now is to bring all operators up to 100 
per cent efficiency and to have all bonus jobs earned. 
Operators at, or below, ninety are taken on six at a time 
by the instructor and taught how to know from the in- 
struction card at what time each stage of the job should 
be completed. They are encouraged individually and 
taught to complete each stage of the job on time and to 
earn each bonus job. 

They are trained to turn back to the bulletin board 
promptly any job when there is a delay in starting due 
to faulty preparation and to insist on an investigation of 
any job where defective materials or supplies are en- 
countered or even suspected. 

Each third-class operator whose efficiency stays at or 
above ninety for four consecutive weeks and who earns 
70 per cent or more of all bonus jobs for two more 
weeks, receives an increase in base rate of 10 per cent 
as a qualified second-class operator. This has been of 
assistance not only as an encouragement to the operators 
but as a guide in assigning the slightly more difficult 
jobs to the second class rather than to the third class or 
beginners. 
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At times it became necessary due to lack of work in 
one department and increased production demands in 
another, to transfer operators from the work for which 
they were originally trained, to work of a different 
kind, and after a time to bring them back again. It was 
noticed that after an absence of a month or more a new 
operator who had reached 90 per cent efficiency, would 
come back and start in at 80 per cent or even lower, 
while an operator of two years or more experience 
could leave with 100 per cent rating and come back and 
start at the same high efficiency after a month spent on 
other work. 

For this reason it was made a part of the training 
program to keep the new operators on one general class 
of work steadily and when interruptions were unavoid- 
able to keep them within two weeks duration, or less if 
possible, by rotating the transfers among the more ex- 
perienced operators. 

Individual attention to the new operator by the in- 
structor proved to be indispensable to the operator’s 
progress. At one time, new operators had to be taken 
on so rapidly that one instructor had twelve operators 
of one to four weeks experience. This group remained 
at 50 per cent efficiency for a month until an additional 
instructor was assigned. Each instructor then gave in- 
dividual attention to two operators only, at one time, 
until these two had learned the methods and had 
reached 70 per cent efficiency, then after all had been 
brought up to seventy each instructor took a group of 
six operators and brought them up to ninety. 

It may be suggested that part of the progress made 
by the last operators trained was due to the example set 
and to the bonus money being earned by the older op- 
erators. While these conditions encourage the new 
operator and constitute a help of considerable impor- 
tance they do not bring about rapid improvement with- 
out training. 

This is indicated by the fact that two experienced 
operators who were transferred back to this work 
started doing 70 to 80 per cent of the task requirement 
and continued at this rate for two months, while all the 
other operators of their length of service, who had been 
trained systematically, were earning bonus consistently. 
They did not show the required improvement until 
given individual instruction. 

If we had expected at the start to have so many 
operators to train, or had we fully realized the need for, 
and the possibilities of training, we would have trained 
three instructors at the outset and would have been able 
to make more rapid progress. 
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We feel that it pays to keep one or more instructors 
at work giving this intensive type of training as long as 
there are any operators who do not earn 90 per cent of 
all bonus jobs consistently, and at the same time to pre- 
pare for the future by using the experienced instructor 
to train other first-class operators. We believe that the 
same methods of encouragement apply to the instruction 
of new operators that apply to the starting of skilled 
operators on task and bonus. 

In the latter case the methods man checks each cycle 
of each operation on the first few jobs, and tells the 
operator as each cycle is completed in task time and as 
each stage of the job is completed. In this way, as was 
pointed out by Gantt, the job does not seem to stretch 
endlessly ahead of the operator, but is attacked in defi- 
nite sections. As the operator succeeds with each, he is 
encouraged by his success to attack the next section 
with confidence. This procedure has been proven neces- 
sary to the successful performance of tasks based on 
accurate time studies, until even skilled operators have 
become accustomed to working steadily. 

In the former case the instructor begins with a new 
operator and takes the attitude that there is no doubt 
that the operator will succeed. After teaching the 
methods so that the operator does them without hesita- 
tion, the instructor selects an easy operation and brings 
the operator up to task time on it and points out prog- 
ress as it is made. 

In this way the new operator is not confronted with a 
discouraging mass of details, but has his efforts directed 
against one simple part at a time. He is encouraged by 
his success with each part to attack other parts of the 
work with confidence. 

In setting the original tasks, the work of the most 
skilled operators was used only and the elementary times 
were selected with care. A high standard of perform- 
ance was established. For this reason the usual fears 
were expressed that only the “good’’ operators would 
succeed and that the work of an “average” operator 
should have been used. This probably would have been 
true if a training program had not been established and 
persistently followed and if other essential features of 
a system of scientific management had been neglected. 
This is a common fault growing out of lack of under- 
standing of what constitutes true scientific management. 

The results indicate that there were practically no 
“poor” operators in the original group and our experi- 
ence with new operators has discovered only a negligible 
minority of people who do not respond satisfactorily 
to well directed and systematic training. The few ex- 
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ceptions seem to be due more to lack of interest than to 
lack of ability and in many of these exceptions it was 
possible to arouse the necessary interest by an appeal to 
the pride or self-interest of the individual. 

None of these training activities have aroused any 
resentment nor caused anyone to leave the company’s 
employ. The personal appearance of the members of 
the group has improved noticeably and absence from 
work has almost entirely ceased. Labor turnover was 
low at the start of the work and is now even lower. 

The combination of task and bonus with training, 
instead of piece work without systematic training, has 
increased the output per operator hour by 50 per cent, 
with a resulting reduction in labor costs and higher 
weekly earnings for the operators, as a group. 

It is quite apparent after observing the group closely 
for more than a year that the increased output is not 
made at the expense of the operators’ physical reserves. 
Almost hourly changes from one job to another provide 
intervals of change and relaxation. Also, within each 
job there are several operations which differ sufficiently 
to break any monotony. Formal rest periods were not 
used for these reasons. 

What results precisely may be expected from the sys- 
tematic training of operators in other classes of work 
are not predicted. But experience indicates that a thor- 
ough trial will give better results in more ways than 
most of us would dare to expect, and will more than 
pay for the time and attention given the problem. 


Discussion 


King Hathaway.’ In this paper Dr. Langley and 
his associate, Mr. Edwards, deal specifically and in a 
practical way with one of the four great principles 
which Taylor referred to as the essence of scientific 
management. To many people, principles are but 
phrases expressing noble sentiments related but vaguely 
to practice. 

The wide and thinly spread applications, or perhaps 
I should say misapplications of uncorrelated features of 
scientific management throughout American industry, 
have been made with little cognizance or complete ig- 
norance of its fundamental principles or of the mechan- 
isms or technique evolved by Taylor and his associates 
for the practical application of the principles. 

In my own work as a consultant and manager, I have 
found the principles just as essential to guiding and 
checking my course as the mariner finds the sun, moon 


1 Consulting Engineer, St. Louis, Mo. 


Vol. I, No. 2 


and stars in navigation. In the application of Taylor’s 
philosophy one may only proceed with assurance of 
success provided that his practice is in accord with and 
gives expression to principles. However, it must be 
borne in mind that no one of the four principles may 
be applied alone with complete or adequate success, nor 
can the ultimate benefit be hoped for from the utiliza- 
tion of isolated elements of scientific management 
mechanism or technique. A little reflection will indicate 
that in either event they are inter-dependent. It is a 
tragic commentary on the limited vision of American 
management that this should not be more generally 
realized. 

Although the paper deals ostensibly with a single 
principle and a technique for its practice, the authors 
have indicated its dependence upon all others—princi- 
ples, technique and mechanisms. One point brought 
out by this paper which cannot be too heavily empha- 
sized is that under scientific management the vast differ- 
ence in efficiency between operators which is found 
under ordinary management disappears almost com- 
pletely. Under ordinary management, taking the per- 
formance of the best as 100, others will show 
performances ranging down the scale to 40 or less. 
Experience in numerous plants and in work from the 
simplest to the most complicated has proven that vir- 
tually all may become first class and that the perform- 
ance of the best may be considerably improved. This 
is due to a number of things which may be summed up 
in improved standard of conditions and methods—train- 
ing, encouragement and service to the operator. 

Another point to be emphasized is that several of the 
best operators should be so trained that they may be 
called upon in case of need to serve as instructors, re- 
turning to their jobs as operators when the need has 
passed. Such flexibility is, of course, desirable in the 
case of all supervisory functions and is commonly pro- 
vided for and utilized under scientific management. 
At all times except in the case of a very small stable 
force there is need permanently for one instructor or 
shop methods supervisor—to straighten out difficulties, 
to encourage and help the less self-reliant, to teach 
operators promoted to higher grades of work, to ex- 
plain newly developed methods in connection with either 
new or old jobs, etc. 

I am personally deeply grateful to Dr. Langley and 
Mr. Edwards for having presented this paper. I, with 
others, have long felt that our Society has fallen short 
in the matter of directing interest to the practical aspects 


(Continued on page 59) 
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The Future Relations of Government to Business 


Some Controlling Factors 
By H. S. PERSON 


Consultant in Business Economics and Management, New York 


S THOUGH in response to a prayer for some- 
thing warming during the first cold spell of the 
season some ten days ago, readers of the metro- 

politan newspapers were greeted by conspicuous front- 
page captions somewhat as follows: “Three fronts hail 
business upturn, sustained a year; Reserve Board points 
to rise in industry, income, profits as assuring continu- 
ance ; labor sees two booms, acclaims industrial advance, 
but warns of stock market expansion and collapse; 
building now in demand, wide construction activity 
is linked to recovery trend by housing administration.” ? 
The business community was cheered by this news, and 
most of them probably felt assured that now we are 
positively on the up-grade, happy days will soon be here 
again, especially the happy days of laissez-faire and 
freedom from government interference with business. 

Certainly there are grounds for gratifying expecta- 
tions. We appear to be decisively on the up-grade; 
agricultural relief, public works and other government 
spending have at last turned the trick. Although the 
various indices are not in agreement with respect to de- 
tailed figures, in general they tell the same story: since 
1933 a 45 per cent rise in factory production ; a 30 to 40 
per cent rise in general business activity; a 40 per cent 
rise in gross farm income ;a21 per cent rise in wholesale 
prices and an 11 per cent rise in the general price level; 
and an increase in national income of approximately 20 
per cent. There are encouraging figures, and espe- 
cially encouraging is the fact that the advance has been 
fairly well sustained throughout the current year. 

Yet, if one were responsible for a business that does 
not find its opportunities in uncertainty—that requires 
conservation of heavy investments or of a good-will 
acquired through years of painstaking struggle, and 
therefore requires the long look ahead—one should not 
feel complacent. Perceiving certain factors not revealed 
by statistical data—factors that might well be control- 
ling and compel continuing adjustments and readjust- 
ments—one’s concern would continue to be great. It is 
quite possible that these controlling factors may mani- 
fest their full effects only after we have acquired more 

1 Paper presented at the annual meeting of Federated Management 


Societies, New York, December 5, 1935. 
2 The New York Times, November 25, 1935. 


speed and momentum; and that they will compel con- 
tinuing experiments in the development of dynamic 
relations between government and industry, incidentally 
including experiments by every business enterprise in 
constant adjustment to this development of new rela- 
tions between government and industry. 

Outstanding among these factors—the one to which 
most if not all the rest are collateral—is the fact that 
we are beginning to weave a new pattern of relations 
to the business cycle; primarily a new pattern of emer- 
gence from depressions, and secondarily the outline of 
a new pattern of conduct to keep us out of depressions. 
That is a step in evolution already so far along that 
apparently there can be no retracing of steps. 

The day that President Hoover approved the act 
creating the Reconstruction Finance Corporation— 
January 22, 1932—the first committing step in this 
evolution was taken. The title of that act is “An act 
to provide emergency financing facilities for financial 
institutions, to aid in financing agriculture, commerce, 
and industry, and for other purposes.” Subsequent 
Federal activity affecting the relations of government 
and industry has been a sequel to that step, logical in 
principle although experimental in detail. One can say 
that the New Deal was implicit in the Reconstruction 
Finance Corporation. 

The accustomed pattern of getting out of a depres- 
sion is to permit widespread bankruptcies which trans- 
fer properties relieved of their encumbrances from one 
group of owners to another. As soon as the tempera- 
ments of the new owners have reached a certain degree 
of enthusiasm and confidence, they become active, start- 
ing with the advantage of freedom from debt. Their 
activity stimulates activity on the part of others; new 
investment begins, consumers spend, transactions mul- 
tiply and the volume and the velocity of circulation of 
credit and other money increase, prices rise, the lambs 
begin to flock behind the wethers, and “prosperity” re- 
appears. Observe that the critical factor in this accus- 
tomed mode of recovery is widespread bankruptcy. 

President Hoover realized in January, 1932, that this 
automatic method of emergence from depression could 
not be permitted to pursue its natural course. This 
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time it would affect not only ordinary business con- 
cerns; it would affect even the largest financial institu- 
tions. If they were compelled to sell their holdings in 
mass, values would crash on all sides, bankruptcies 
would spread like fire in a powder magazine beyond the 
needs of readjustment, the whole financial and business 
structure would collapse, and beyond that one could not 
foresee the devastation—political revolution not im- 
possible. Therefore the President signed a bill to bring 
Federal funds to the aid of financial and commercial 
institutions, to industry and to agriculture. Although 
sympathetic to big business he in this act took a step 
carrying implications contrary to his fundamental phi- 
losophy, which indicates how dire and urgent was the 
situation. He could not do otherwise. But the mo- 
ment he acted he cast away the old pattern of the busi- 
ness cycle, and began to weave a new pattern, the 
complete design of which had not yet been conceived. 
The motif was indicated, however; recovery from de- 
pression through general stimulation of distressed busi- 
ness by application of Federal funds instead of by 
bankruptcies and widespread transferal of ownerships. 
Later given this motif, with no choice in the matter, the 
New Deal has been a series of forced experiments in 
designing the details of the new pattern. 

We are therefore climbing the grade toward renewed 
business activity with a new structure of relationships 
between government and business. This has become 
necessary because we did not know how to solve many 
of the constituent problems that would have been 
solved automatically although painfully under the old 
pattern. We have not yet learned how to solve them. 
There lie ahead experiment and success alternating 
with experiment and failure, until we have worked out 
the new details. Any attempt now to turn back to the 
old pattern would give a violent and perhaps fatal shock 
not only to the structure of our economy but very likely 
also to that of our representative democracy. 

Outstanding among these constituent problems is the 
matter of debts. Instead of climbing out of this depres- 
sion relieved of the burden of debts, we are carrying a 
heavier load. This means a great deal to every business 
enterprise, whether its own burden of debt is heavy or 
not; it is almost worse to have one’s consumers heavy 
with debt than to be heavy on that account oneself. 
One need not be much concerned about the Federal 
debt, although much is being made of that by certain 
groups whose disproportionate share of the national 
income makes them the primary source of its liquida- 
tion. That debt will be paid by income taxes and only 
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those realizing income will have to pay it. In fact, these 
debts will be paid chiefly by those to whom they are 
paid. Payment will not create new debts. But every 
business man may well be concerned about the great 
mass of business debts, and of local government debts. 
Payment of business debts, interest and principal, re- 
stricts spending that constitutes purchasing pewer. So 
also does liquidation of local government debts by real 
estate and sales taxes. What business needs desper- 
ately is not production facilities, but sales for present 
production capacity; sales come from consumer spend- 
ing power; real estate and sales taxes cut consumer 
spending power. 

But, one may assert, those to whom these debts are 
paid can at once invest them in new plants and equip- 
ments, thereby employing labor for materials and con- 
struction. These disbursements fanning out into a 
thousand industries would create consumer purchasing 
power. This assertion brings our attention to a second 
collateral problem. 

Statements are going the rounds that our national 
plant needs modernization to the extent of 25, 50, 75, 
100 billion dollars. Any one of these estimates may be 
true, measured by the objective impersonal standards 
of the blueprints in the files of engineering departments. 
But there are other more controlling standards not so 
objective and impersonal. In view of our known ex- 
cess productive capacity, why build more plants just to 
replace those that are 80 or 90 per cent efficient by new 
ones that are 100 per cent efficient, and that will them- 
selves soon be only 80 or 90 per cent efficient as meas- 
ured by impersonal blueprint standards? Why replace 
a plant 80 per cent efficient by a new plant 100 per cent 
efficient compelled to carry the combined debt of the 
two? It doesn’t add up right. Large-scale new con- 
struction and modernization of an overcapacitied na- 
tional plant, without a background of liquidation of 
pre-existing debt, would soon plunge us beneath an 
avalanche of new bankruptcies, and would, according to 
the new motif established by President Hoover, require 
half a dozen additional R. F. C.’s. 

We need new plant and equipment to take care of 
growth, but just now we are not growing; the old suit 
hangs loose on us, is capable of substantial service, and 
it is not paid for. In view of the fact that we do not 
need extensive new plant, and that extra competition in 
an overcapacitied country is dangerous, and may be 
deadly by leading to “chiseling” on the one hand or to 
controlled restriction of production on the other hand; 
and in view of the fact that what we need is not invest- 
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ment but spending, selling and processing; the sustain- 
ing stimulus as we climb onto the plateau of widespread 
business activity is not likely to be large activity in the 
construction of new plant; or, if it irrationally is that, 
the after effect—and not long after—is almost certain 
to be 1929 to 1935 over again and worse. 

There are many who assume that modernization of 
housing will take the place of modernization of our in- 
dustrial plant as the outlet for investment spending. A 
large proportion of our housing facilities is obsolete 
and fails to meet the requirements of health and decent 
living. There are, however, numerous difficulties in 
the way of extensive modernization of housing by the 
ordinary processes of business enterprise. The Fed- 
eral administration has discovered that during the past 
two years. The acquisition of properties for large- 
scale elimination of slum districts is difficult of accom- 
plishment without loading an enterprise at the outset 
with intolerable capital charges that prevent the new 
housing from being used by the very classes it is in- 
tended to benefit. What is more disorganizing, how- 
ever, is the effect of widespread modernization on the 
values attributed to the existing housing plant of the 
nation. Slum clearance extensive enough to offer an 
adequate field for investment spending is hardly possi- 
ble without painful disorganizing capital losses. The 
gain in the activity of heavy industries would be offset 
by wiping out many equities represented in the port- 
folios of savings banks and insurance companies. It 
appears impossible to carry through an extensive mod- 
ernization of housing without serious repercussions un- 
less there is government planning, direction and subsidy 
in accordance with the doctrine of Federal responsibility 
for the public welfare. 

But, another may say, there is foreign trade; foreign 
trade for our capital-goods and our consumer-goods 
industries. What foreign trade? One can sell only if 
one buys—accepts goods in exchange—for what nation 
has the funds to pay in cash, or credit for a one-sided 
exchange? What is the probability on political grounds 
that a nation overequipped with diversified plant will let 
down the tariff bars on some half its items in order to 
win markets thereby for the other half? The proba- 
bility is not promising, furthermore, that if the bars 
were let down, we could compete, even in our own mar- 
ket as well as in others, with the trade of a Japan in 
which labor on a bare subsistence level and modern 
mechanical equipment are applied under public admin- 
istration and private management that are notably effec- 
tive in handling these factors in what they believe is 
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their interest. Trade under reciprocal tariffs, even in 
selected items with quota limitations, is a benefit; but it 
is not the trade that offers opportunity for large capital 
investments. 

It appears, therefore, that such factors as our load of 
private and local government debts, the limitations on 
large investment in additional national industrial plant 
and in additional national housing plant, and the dis- 
appearance of free world trade, portend continuing 
difficulties for business as we gradually emerge from 
this depression; and that those difficulties will compel 
more instead of less concern and activity by govern- 
ment in business. However, these are not the only 
factors. They have been discussed first because of the 
part they played prior to January, 1932, in emergence 
from earlier depressions. There are numerous other 
factors which challenge an increasing concern by organ- 
ized government. We have time to consider only a few 
that are representative. 

The problem of agriculture is basically as acute as it 
has been at any time during the past decade. The ap- 
proximately 40 per cent increase in gross farm income 
during the past three years is the result of Federal 
activities influencing distribution of income among the 
processes from production to consumption of agricul- 
tural products. The present device for bringing agri- 
cultural prices into line with industrial and commercial 
prices cannot be continued very much longer, but also it 
cannot be discontinued until a more natural and auto- 
matic device has been found. 

It is imperative that we urban folk realize that natu- 
ral resources are the very foundation of our existence, 
and that among these the most important are soil prod- 
ucts that provide food, clothing and shelter. As a 
people we could exist if all of us were on the land and 
none of us in factories or offices ; but we could not exist 
if all of us were in factories and offices and none of us 
on the land. Prosperity of banking, merchandising and 
manufacturing presupposes a solid foundation of pros- 
perity in the outlying areas where the materials for 
food, clothing, shelter and industrial processing are pro- 
duced. It is more important that the people who 
produce these materials, than that the people who own 
them, should be paid well. The greater part of the 
income of urban centers comes from their efforts. The 
ultimate, regularizing purchasing power is that of the 
sector of our population who work with Nature and 
bring to us her free gifts. The agricultural problem— 
the problem of bringing agriculture, industry and com- 
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merce into a price and income balance—must be solved. 
That will require continuing government effort. 

I have mentioned price and income balance as a phase 
of the agricultural problem. It is a phase of a larger 
problem—that of balance among many economic groups. 
We assume in our thinking that we have had a competi- 
tive society, that the forces of free competition are fail- 
ing to exert their full influence only temporarily, and 
that as we emerge from the depression they will again 
find free play. The fact is that we have not for some 
time had a freely competitive society, and that with an 
unregulated return to activity it is likely to be less com- 
petitive. The principal characteristic of the misguided 
efforts of business to run away with the National Re- 
covery Administration and to establish their concept of 
industrial self-government was the effort to restrict 
competition much further in a grand way under legal 
sanction. Price fixing and restriction of production are 
symptoms of the decadence of a laissez-faire society. 

There has recently been made a study of this matter 
which is highly informing, by Gardiner C. Means of 
Columbia University on behalf of the Department of 
Agriculture.* Following are pertinent facts concerning 
ten production groups involving a few of the 747 items 
studied by Dr. Means: the 747 items fall into two 
groups, one represented by the top of this selective 
table, the other by the bottom, a relatively small number 
being represented by the center: 


Per cent Drop Between 1929 and 1933 
In Prices In Production 


Agricultural implements ........ 6 80 
SE WEED <c ce evcevevaseawes 16 80 
EE nica baa enn erate 18 65 
EE MD wensdnsandadees 20 83 
SD. aiad eave vousdwenees 33 70 
po Pere 45 30 
8 eS are 49 14 
DEY 34040006000 s 000s veauts 50 20 
DE. buna vagcaawwensens 56 20 
Agricultural commodities ....... 63 6 


These data indicate unmistakably that we have not the 
price structure of a freely competitive economy; that 
our economy is controlled, not by public government but 
by private governments. Ina freely competitive society 
prices should generally be so flexible as to clear the 
goods which can be produced, and change in the quan- 
tity produced should be gradual. But these data show 


®“TIndustrial Prices and Their Relative Flexibility,” Senate Docu- 
ment No. 13, 74th Congress, 1st Session. 
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clearly that at one extreme, with diminution of demand 
for agricultural implements prices are reduced only 6 
per cent while production is reduced 80 per cent; and 
that at the other extreme, with diminution of demand 
for agricultural products prices are reduced 63 per cent 
and production only 6 per cent. The textile industry 
lies about half way between these extremes: prices drop 
45 per cent while production drops 30 per cent. It 
should be noted that decrease in production means de- 
crease in employment. 

These relative rigidities and flexibilities in a price 
structure have a profoundly unfavorable influence on 
the distribution of income, employment, purchasing 
power, debt payments, solvency, and concentration of 
ownership, and are fatal to a capitalistic society. They 
are so important in our economy that they compel a 
continuing government activity toward planning, regu- 
lation and in some instances control. There is no es- 
caping that compulsion. There is high probability that 
by functional necessity the people through their govern- 
ment will be compelled to take over and operate at cost 
those industries manifesting extreme rigidity of price 
and flexibility of employment, regulate effectively the 
group somewhat less rigid in price and flexible in em- 
ployment, and leave to free enterprise the only area in 
which free enterprise can function, the area where price 
flexibility is automatic and employment is relatively 
stable. 

The data we have just considered bring to our atten- 
tion the problem of unemployment. All things consid- 
ered, it is undoubtedly the most important of our 
problems. There still appear to be unemployed some 
10,000,000 people capable of working—representing, let 
us assume, 30,000,000 citizens. Perhaps 2,000,000 of 
these have come of age since 1930 and have been sub- 
jected in.their most impressionable years to the degrad- 
ing influence of inability to be self-sustaining. The 
problem is appalling. There is no excuse whatsoever 
in a country of as rich resources as ours for such dis- 
astrous unemployment. I do not believe there is excuse 
even for assuming that relatively there must be any 
considerable number unemployable because of physical 
and mental defects. The assumption of the necessity 
of unemployment in the United States is the assumption 
of people who have lost their minds as well as their 
hearts. Shorter hours, yes; leisure, yes; but not in the 
form of unemployment. It appears to be technically 
practicable to have shorter hours and other forms of 
leisure, together with more physical goods and services 
equitably distributed. These things mean organized 
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collective activity for their achievement, and that means 
government activity. Organized labor may be able, as 
in the past, to force small increments of increase of 
wages and leisure through shorter hours for a limited 
sector of the working population; but a situation 
wherein more physical goods, more social and private 
services, and more leisure through shorter hours may 
be widely enjoyed, can be developed only by collective 
action through the instrumentality of government. 

One of the most potent institutions which appears 
certain to be more highly developed for regularization 
of the economic system and avoidance of cyclic depres- 
sions is represented by old-age pensions, subsidized ex- 
tension of education of the young, accident and illness 
insurance, and compensation for unemployment—a co- 
ordinated group of measures for economic security. 
At the present moment we are only playing with these 
matters—doing the best we now are able, perhaps— 
getting ourselves accustomed to them—but nevertheless 
only playing with them. For their co-ordination as a 
group, for avoidance of the dangers in them, and for 
their use as an instrument of positive regularization, 
only a central government is competent. Considering 
only the economic influence of vast blocks of reserves 
for periodic investment and liquidation, there is down- 
right danger in not having this institution under strong 
central control and directed by a wise unifying policy. 
That control is especially important for the positive 
uses which may be made of reserves: their possible in- 
fluence on the ratio between investment and saving; on 
the volume of credit and money; on deflation and infla- 
tion; on employment; on the distribution of income so 
as to sustain widely distributed purchasing power. A 
system of old-age pensions, subsidized education and 
unemployment reserves would be not merely an institu- 
tion for relief of destitution, but more important, for 
the regularization and maintenance of business itself, 
with relief of destitution becoming secondary. But the 
elements must be co-ordinated and uniform as to policy 
and procedure, and especially as to the handling of re- 
serves. 

One might discuss many other factors—technology, 
taxation, our position as a creditor nation, war, the 
population trend, cultural services, balancing the budget, 
and so on, all of which point in the direction of inten- 
sified government relations with business; but it ap- 
pears that a sufficient number of factors have been 
discussed to afford an answer to the implied question in 
our controlling subject of discussion this evening. 
These future relations are bound to involve more co- 
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operation between government and business with gov- 
ernment as the controlling co-operator. I do not like 
the term co-operation as it has just been used, because 
generally it is understood to mean the relations of 
equals; and in the particular instance that a sector of 
our society, business, has power and authority equal to 
that of the total society. Government is the only in- 
strument through which the whole society expresses 
itself. If we were—what is impossible of doing—to 
set up another agency in place of government for ex- 
pression of the whole social body in matters economic, 
that new body would still be nothing other than govern- 
ment. 

And it would have to be government representing the 
entire social body; not a group of lesser governments 
futilely attempting to solve the problems of the whole. 
This is in accordance with the principle I sometimes 
called the principle of functional necessity. A problem 
can be solved only by an intelligence and authority co- 
incident with the entire area of the problem. One does 
not have to develop that thought when speaking to an 
audience of business executives and engineers; they 
know that the fundamental characteristic of the develop- 
ment of management in private industry during the 
past quarter century has been establishment of planes 
of planning and execution that correspond to the areas 
of the various problems. Auxiliary planning and execu- 
tion can be decentralized, but decentralized effectively 
only when subordinate to a controlling planning and 
execution that cover the area of the problem. It is on 
that basis that there has been developed interrelated 
planning and execution simultaneously on the plane of 
ownership and entrepreneural control, on the plane of 
general management, on the plane of major depart- 
ments, and on the plane of constituent units, each in 
this series being but a more detailed expression of the 
policies and programs of that on the plane above it. 
This development has been because of functional neces- 
sity; the modern typical business enterprise could not 
have been developed otherwise. There must likewise 
be established planes of planning, control and execution 
in the domain of social affairs—and for the same rea- 
son, functional necessity. Our social-economic organ- 
ization and the processes are to complicated for any 
other solution. That necessity is the outcome of our 
ingenuity in division of labor, specialization, indirect 
production, and organization. The steps we have taken 
cannot be retraced. Decentralization and the small en- 
terprise, as we have known them in the past, are a 
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The Development of a Standard of Measurement for 
the Performance of a Package Delivery Truck 


By E. WILLIS WHITED 
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HAT delivery is an important item in the total 
operating cost of his store is not news to the 
department-store executive. He knows that this 
function of his business absorbs from 1 to 5 per cent of 
the retail selling price of the merchandise, depending 
on the bulk of the merchandise and the kind of delivery 
he must make. But delivery is one of the services most 
stores offer to their customers. When the customer 
says “send it,” even though it is a spool of thread, to be 
delivered to an address some ten miles from the city, 
that request must be granted. Since delivery has come 
to be one of the services a customer expects, the store 
can do nothing more than try to perform this service as 
economically as possible. And it is toward this end 
that store executives are working. 

Two difficulties confront the executive when he at- 
tacks this problem. The work of a delivery truck 
varies constantly from day to day, not only in amount 
but also in the kinds of service rendered. The other 
difficulty arises from the fact that about two-thirds of 
the cost of delivery is incurred while the truck is out on 
the street, operating under the sole control of the driver 
with no direct supervision. In fact, the only parts of 
the whole operation that can be performed under im- 
mediate supervision are the preparation of the mer- 
chandise for delivery, the loading of the trucks, and the 
maintenance of the fleet. But these three elements 
account for only one-third of the total cost. 

Because direct supervision of the truck on its route is 
impossible, many delivery superintendents have been 
trying to develop wage incentive plans which will be 
equitable, effective, and, at the same time, reasonably 
simple to operate. The fundamental problem that must 
be solved is the determination of what should constitute 
a day’s work for a truck. Most delivery superintend- 
ents have grown up from horse and buggy days, and 
have learned the business in the stern but effective 
school of hard knocks. Many of them have become 
quite expert in determining how long it should take to 
deliver a given load, but these opinions are based on 
long experience rather than on an analysis of the vari- 
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ous elements involved in the job. Although they may 
be reasonably accurate, they are not a very satisfactory 
base for a wage incentive plan. 

The determination of what constitutes a day’s work 
for a truck presupposes that this day’s work can be 
measured quantitatively. In other words, it is essen- 
tial that there be a standard of measurement for the 
performance of such a delivery truck. 

Before inquiring into the methods that were used to 
develop a standard, it might be well to discuss briefly 
the usual duties of a truck driver. When the driver 
reports in the morning, he finds his load of packages 
stored in what is usually called a driver’s bin. Some- 
times this bin has shelves, and sometimes part of it is 
on wheels so that it can be rolled out to the truck, if the 
truck cannot be backed up to the bin. His first duty is 
to sort the load into small geographical divisions, an 
operation called rough-sorting. His next step, called 
fine, or stop-for-stop sorting, is to sort each division 
accurately, just as it will be delivered. If facilities per- 
mit, he will do this fire sorting as he loads his truck. 
That is, he will fine-sort the first division and place it 
in his truck, then he will fine-sort the next division, and 
so on. Some drivers will fine-sort the entire load be- 
fore leaving the delivery center, whereas others, espe- 
cially if they have a helper, will fine-sort the first few 
divisions only and load the remainder of the merchan- 
dise by divisions, fine-sorting from time to time during 
the day. When the truck is loaded, the driver proceeds 
to his route, which may be anywhere from a fraction of 
a mile to fifteen or even more miles from the delivery 
center. This part of the trip is termed “the dead run 
out.” When he reaches his route or territory, he goes 
to work delivering. Now the driver is operating on 
delivery time and delivery mileage. Finally, when he 
has finished making his deliveries, he returns to the 
delivery center, making what is called “the dead 
run in.” 

Although a delivery man has some eighteen different 
delivery services to offer his customers, most of them, 
from the standpoint of time required for performance, 
fall into a very few categories. The principal class is 
the paid and charge delivery, which is called the straight 
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delivery. Here, the driver has only to deliver the mer- 
chandise at the proper address, identify the addressee 
and the store from which he comes. It is the simplest 
delivery he has to make, and generally the most com- 
mon. The next in importance is the C.O.D. delivery, 
in which he must collect for the merchandise before 
releasing it. It takes longer to make this kind of de- 
livery, because he must wait until the customer gets the 
money with which to pay him. The third in impor- 
tance is the call for merchandise to be returned to the 
store. In this case, the driver must wait for the cus- 
tomer to wrap the merchandise that is being returned. 
The fourth variety of delivery requires a little more 
explanation. 

Most drivers deliver their load from the front of the 
truck ; that is, the truck is loaded so that they can reach 
the package from the seat and take it off with them in- 
stead of getting off the truck, going around to the rear, 
opening the doors, and getting the package. Obviously, 
front delivery requires less time than so-called rear 
delivery. Some merchandise, however, such as ash 
cans, step ladders, rugs, or large cartons, is too bulky 
and awkward to lift over the front seat or take through 
the comparatively narrow front door. Such merchan- 
dise is termed bulk, and is always delivered from the 
rear. 

Again, there are several kinds of homes that a driver 
must serve. First in importance are ordinary resi- 
dences, and second are apartment houses. In addition, 
he must also deliver to stores, office buildings, institu- 
tions, and the like, but these deliveries make up but a 
small portion of his total load. 

With this explanation of the general problem, the 
method that was used to set up a standard of measure- 
ment for the performance of a package delivery truck 
will be discussed. 

The preliminary work on the development of this 
standard started two years ago when four senior en- 
gineering students investigated various methods which 
might be used to attack the problem. It was quickly 
discovered that the first step would necessarily involve 
extensive time studies. This was because, except for 
the work of Wess in 1923, little had been published 
concerning the relative importance of the various de- 
livery services that a truck driver is called upon to 
perform from a time-consuming standpoint. After sev- 
eral preliminary tests a tentative schedule was devel- 
oped, and these seniors went out on trucks and observed 
some five thousand deliveries. The form that they used 
is shown in Figure 1. 
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In addition to the detailed observations of each in- 
dividual delivery made throughout the day, certain 
other data, which were used primarily for identification 
purposes, were recorded on another form, Figure 2. 
These data included the route number, with a brief de- 
scription of the territory served, the weather, driving 
conditions, and the experience which the operating crew 
had, both with delivering in general and in serving this 
particular route. 

A study of the observations of these five thousand 
deliveries provided a check on the amount and character 
of field data that would be required. 

The next step was to organize a field observation 
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force of some twenty-five students. These men were 
trained by class instruction and demonstration in the 
technique of collecting field data, the instruction in- 
cluding not only the technique of making the actual 
field observations but also instructions concerning their 
attitude toward the truck crews. They were assigned 
then to various trucks throughout the city, and made 
about half a million observations on some thirty-five 
thousand deliveries distributed over a period of three 
months. 

As the field observations commenced to flow into the 
office, another group of students was assigned to the 
task of tabulating and analyzing the data. Individual 
trips were summarized, and the results computed on 
trip analysis sheets. 

These sheets gave a comprehensive picture of each 
trip and of the performance of the truck on that par- 
ticular day.’ Following this, the average time required 
for each class of delivery service and each element of 
truck operation was determined. For example, these 
computations showed that the average time required to 
make a straight delivery to a residence with one man on 
the truck is sixty-eight seconds. If a helper was added, 
the time fell to fifty-five seconds. If the delivery were 
a C.O.D., it required sixty-two seconds longer in either 
case. Similarly it was found that thirty-eight seconds 
additional time was required to make a bulk delivery, 
that is, a delivery from the rear of the truck. 

There is a certain amount of truth in the claim that 
the physical presence of an observer affects the opera- 
tion of a truck somewhat, because it is almost impossi- 
ble for the observer to keep out of the way. For this 
reason, the basic results of this portion of the study; 
namely, the time required to make a straight delivery, 
were never used. Only the additional times required 
for making the other classes of deliveries were used as 
allowances in the final results. For example, the addi- 
tional time required for the customer to procure the 
money to pay for the C.O.D. package would not be 
affected by the presence of an observer on the truck. 

Perhaps the most valuable result obtained from these 
detailed time observations was the time lost when serv- 
ing apartment houses. This was finally reduced to a 
constant, multiplied by the percentage of apartment 
house deliveries which the route served. 

In the summer of 1934, it was decided to extend the 
field observations to include the experiences of other 
cities, so that any results would be independent of con- 
ditions peculiar to a given locality. To do this required 
a fundamental change in the type of field data which 
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could be collected. Clearly, it would be difficult and 
expensive to organize a crew of observers who could 
ride trucks in other cities and secure satisfactory re- 
sults. In addition, data on a great many more de- 
liveries were desired than a crew of field observers of 
reasonable size could be expected to collect. 

To meet these conditions it was necessary to develop 
a field observation routine which would eliminate any 
necessity for the use of timing watches and for ob- 
servers to ride trucks. After considerable study, a new 
observation technique, designed to be used by the driver 
himself and shown in Figure 3, was developed. Be- 
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sides recording general information regarding the route, 
the driver was asked to note the time he started and 
finished loading his truck, the time that he left his base 
and the time that he began delivering, the time that he 
finished delivering and the time that he returned to his 
base, and finally the time that he finished checking-in. 
In addition to recording these various times, he was 
asked to read his odometer when he left the delivery 
center, when he reached his route, when he left his 
route, and when he reached his base. These data per- 
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mitted the determination of the time spent loading, the 
length of and the time consumed in traveling the dead 
run out, the dead run in, and the delivery route itself 
and the time spent checking in at night. 

When this sheet had been completed by the driver, 
it was turned in to the office, where a clerk entered the 
number of different kinds of deliveries that the truck 
had made by classes and, in addition, recorded the 
number of stops that had been required to make the 
various classes of deliveries. This last information was 
obtained by counting the number of different addresses 
to which the packages had been consigned as listed on 
the manifest. 

One thing which the detailed time study in Pittsburgh 
had shown was that the performance of the truck de- 
pended on the number of service stops it had to make 
and not on the number of packages it had to deliver. 
That is to say, it did not require any longer to deliver 
two or three packages to a given address than it re- 
quired to deliver one. 

About a dozen stores in as many cities collected data 
on more than 800,000 deliveries for this study. When 
this material reached the office, it was turned over to a 
computing force, who analyzed each trip of each truck 
on forms similar to that shown in Figure 4. A single 
column of this form was devoted to a single trip of a 
truck, and all the trips of a given route were placed on 
one sheet. Having tabulated all the data, an average 
was struck for each element for each route and the re- 
sult placed in the last column. 

Passing now to a more detailed consideration of the 
different variables that enter into the daily activities of 
a truck, it is clear that a practical standard must be 
applicable to any route of any length and to any char- 
acter of load. 

Because the performance of a truck depends on the 
number of service stops that it has to make, it will be 
convenient to take as a unit of performance, the number 
of service stops per hour that a truck makes, instead of 
the number of stops per day. It will be clear that the 
number of stops per hour that a truck can make will 
increase with an increase in the number of stops per 
mile. That is, the determination of the number of 
stops per hour really includes two time elements: first, 
the standing time of the truck while the delivery is be- 
ing made; and second, the running time of the truck to 
the next stop. Therefore, if the stops per mile are in- 
creased, that is, if the distance the truck has to move 
between stops is reduced, the number of stops per hour 
that the truck can make will be increased. Further- 
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more, by averaging the stop per hour performance of 
a group of routes that have the same stop frequency, a 
typical performance in stops per hour will be obtained 
for this particular class of routes. 

While it is possible to secure several routes operating 
with the same number of stops per mile, it would be 
very difficult, if not impossible, to find more than a very 
few routes with the same character of load; that is, the 
same percentage of C.O.D. deliveries, of bulk deliveries, 


Form 26, University of Pittsburgh B.R.No, 





Retail Research Burem Copy. 
Add 
Package car delivery study. Average. 


Check 





Total Average 


Figure 4 


of apartment houses served, etc. Hence, it was neces- 
sary to correct, or to make suitable allowances for these 
various types of deliveries before the performance of a 
given route could be combined with others. 

Because a truck is performing only when it is out on 
the route delivering, the performance of a truck will 
be determined by the time consumed and the distance 
traveled between the first delivery and the last delivery. 

In computing the allowances for C.O.D., call, and 
bulk deliveries, the amount of time to be subtracted 
from the truck-delivering day was determined by the de- 
tailed time studies made in Pittsburgh. It will be real- 
ized that these allowances are necessary because more 
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time is used in making these classes of deliveries. In the 
case of C.O.D. and call deliveries, the additional time 
is under the control of the customer. In the case of 
bulk deliveries, the additional time is under the control 
of the truck crew, but it is quite simple to determine, 
because the operations involved are few and vary but 
little. 

The allowance required for apartment-house de- 
liveries was determined from the Pittsburgh time 
studies in the same way. But because the proportion 
of apartment-house deliveries that a route serves is a 
characteristic of the route rather than of the load, the 
allowance was applied on the basis of a percentage of 
the entire load. When all the allowances have been 
made, the result is the time that the truck would have 
consumed if all of its deliveries had been straight de- 
liveries to residences instead of part C.O.D., call and 
bulk deliveries. 

There is still another correction to be made. The 
number of stops per hour that a truck can make will 
increase if the size of the truck crew is increased; that 
is, if one or more helpers are carried. No attempt has 
been made to calculate the proper allowance for the 
addition of a second or third man on a truck. Rather 
than attempt to determine what this correction should 
be, standards of measurement have been determined 
for each size of crew. 

The field data covered about 450 different routes, 
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most of which were observed twelve times. These routes 
were classified by size of crew and by stops per mile, 
with stops per mile taken at one mile intervals. Figure 
5 shows a typical classification sheet with performances 
for two-men crews on routes operating with three, four, 
and five stops per mile. For example, in the column 
headed “3 stops per mile” we find an entry for each 
route of the 450 which operated between three stops 
and 3.99 stops per mile, together with the stops per 
hour that each of these trucks was making. Each 
group was averaged to secure a typical performance. 
When the average performance in stops per hour 
had been computed for all crew sizes and all stop fre- 
quencies, curves of average performance were plotted. 
Figure 6 shows these curves plotted for one, two, and 
three-man crews in which average stops per mile have 
been plotted against average stops per hour. A few 
comments on this chart will be in order. In the first 
place the points as they were plotted lie very close to 
these curves, seldom are they more than one-tenth of 
a stop per hour off the curve. This seems to show that 
the system of corrections and allowances for the vari- 
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ous types of deliveries was reasonably correct in spite 
of the fact that the variations in performances in a 
given group were quite wide. In the second place the 
additional number of stops per hour secured when the 
third man is put on the truck is somewhat less than the 
gain secured by adding the second man. This is to be 
expected, because the number of times that the third 
man can be used to advantage is somewhat less than 
the number the second man can be used. The second 
and third men on the truck are of advantage only in 
thickly settled territories, and it will be noticed that 
their value increases as the stops per mile increase, 
that is, as the density of deliveries increases. Con- 
versely, on trucks serving country districts, where the 
stops are widely scattered, it is hardly to be expected 
that additional men are of much use. That is borne 
out by the curves, because up to one stop per mile all 
three curves coincide, while the third man is of abso- 
lutely no use until three stops per mile are reached. 
This is well recognized from a practical operating 
standpoint. From an economical standpoint, of course, 
these extra men would not be placed aboard the trucks 
until a considerably greater density of stops had been 
attained. But below these limiting densities of one 
and three stops per mile respectively, the extra men 
are of no use whatever. Of course, these curves all 
pass through the origin as would be expected, and they 
also approach a maximum value which is reasonable. 
That is, one would not expect to find a two-man crew 
making more than sixty-five or seventy stops per hour 
even with a high stop frequency because the Pittsburgh 
time studies showed that the standing time alone for 
the straight delivery is almost at that rate. 

The next chart, Figure 7, shows three curves. The 
average curve has been transferred from the preceding 
chart for two-man crews. The maximum curve was 
obtained by plotting the maximum performance in stops 
per hour in a particular group of routes instead of the 
average number of stops per hour against the stops 
per mile. The third curve is drawn midway between 
the average and the maximum curve and becomes the 
standard of performance. This standard curve is the 
same shape as the average curve and really amounts 
to moving the average curve somewhat further from 
the axis. 

The rating chart for two-man crews, Figure 8, is 
built up by using the standard curve from the preceding 
chart and then adding a family of curves, whose abscis- 
se are different percentages of this standard. Obvi- 
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ously, rating charts for one and three-man crews would 
be prepared in a similar manner. 

The method of using this rating chart will be ap- 
parent, and a single example will suffice. If we ex- 
amine a given route which is performing at forty stops 
per hour and is making eight stops per mile, it will 
be performing at seventy per cent of the standard. 
It is understood, of course, that in determining the per- 
formance of forty stops per hour, all allowances or 
corrections have been made. With the aid of this chart 
now it is possible to read the performance of any route 
in per cent of standard, irrespective of the size of the 
route, the length of it, the amount of dead run, the 
proportion of apartment house, C.O.D., calls and bulk 
deliveries. 

A few comments on this chart may be in order. 
In the first place the standard or one hundred per 
cent curve should not be construed to be an attain- 
able standard either possible or desirable in a given 
city or in a given store. It is strictly a standard of 
measurement. It is well known that some cities are 
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more difficult to deliver than others. Hence, an eighty 
per cent performance in one city would be better than 
an eighty-five per cent performance in another. Again 
some stores require, as a matter of policy, that their 
drivers give more than the minimum amount of atten- 
tion to each delivery. For example, they might be re- 
quired to carry the package indoors. This practice 
would reduce the number of stops per hour below that 
of other stores which do not require this service. 

The labor of gathering the field data was quite small 
except for that required to count the different ad- 
dresses that each truck served each day. To eliminate 
this labor, a system of counting service stops by means 
of a manually operated counter placed in the truck was 
devised. The counter that was used was an ordinary 
non-reset five-wheel instrument, which was to be oper- 
ated by the driver every time he made a service stop. 
This change placed the entire work of collecting field 
data in the hands of the driver and under his control. 
The field data form used with the service stop meter is 
shown in Figure 9. 
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Because of the chance of mistakes in operating this 
counter, a few checks were introduced. The store was 
asked to record the total number of packages each truck 
carried, classified by straight deliveries, C.O.D.’s and 
calls. Because the latter two classifications are usually 
quite small, they were asked to continue counting the 
different addresses in these two groups. The sum of 
these subtracted from the total number of service stops 
as obtained from the total stops determined by the 
counter gave the total number of service stops required 
to make the straight deliveries. Naturally if the stops 
were greater than the number of packages, a mistake 
had been made in operating the meter, and that trip 
was disregarded in any future computations. A second 
and more powerful check was obtained by computing 
for each trip the ratio of packages to stops. See line 
33, Figure 4. While this is always more than unity, 
and may be considerably higher depending on the char- 
acter of the store and the territory served by the truck, 
the ratio for a given route from a given store will vary 
but little from day to day. This meant that merely by 
studying this ratio of packages per stop a close check 
was secured on the accuracy of the operation of the 
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stop meter. If a particular driver set out to willfully 
operate the meter wrongly in an effort to show a higher 
performance, the chances of his over-operating at the 
same ratio each day were quite remote, especially since 
he did not know that this ratio was being computed. 
Incidentally, it should be stated that practically no at- 
tempts at inaccurate operation of this meter were found 
and the few instances were easily recognized. 

The result obtained by the use of the service stop 
meter proved to be fully as reliable as those obtained by 
using field observers or by counting stops from mani- 
fests and, of course, were obtained at a fraction of the 
cost. 

It should be noted that all of the methods used and 
all of the results obtained from this study apply only 
to average performances and not to daily performances. 
That is to say, there is some question as to whether or 
not a performance for a single day could be evaluated 
correctly. This standard is much more accurate if it is 
applied to sustained effort extending over a period of at 
least one week. The reason for this is that its accuracy 
depends fundamentally on the averages of the different 
variables which enter into the daily work of the truck. 
For example, while the time required to make a 
straight delivery is fifty-five seconds taken over a period 
of one or two weeks, the actual time required to make 
the individual deliveries may vary from thirty seconds 
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to three minutes or even more. The theory advanced 
here is that while it is true that the time required to 
make individual deliveries varies widely, the average 
performance is quite constant and can be measured with 
a considerable degree of accuracy. 

In using this standard in practice it is perfectly feas- 
ible to take advantage of this same theory of average 
performance and set up definite factors for each 
particular route if it seems desirable. For example, in- 
stead of counting the number of C.O.D.’s that are de- 
livered each day, the average number of C.O.D.’s that 
the truck carries can be used and set up as a constant 
correction. The same procedure can be followed with 
other variables, so that the only figure that would have 
to be changed from day to day would be the size of the 
total load measured in packages. 

The actual technique of converting this standard 
from a stop basis to a package count basis is now being 
developed. When this has been completed, it is hoped 
that the final result will enable this standard of meas- 
urement to be used as a basis for wage incentive plans. 

The purpose of this study was to attempt to provide 
a mechanism or a method by which the individual per- 
formance or output of a delivery truck could be meas- 
ured quantitatively and without the injection of any 
personal opinions or estimates. 
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An Appraisal of the Possibility of Plenty 
An Article—Review of Five Books 
By H. L. McCCRACKEN 


Professor of Economics, Louisiana State University 


Introduction 


OST people agree that the economic problem of 

our time is that of keeping our industrial ma- 

chine operating at capacity in order that we 
may enjoy the degree of plenty which continuous ca- 
pacity production would make possible. Men devoting 
their time and thought to scientific management can see 
nothing but unspeakable waste and unnecessary scarcity 
when they look about and see idle factories, idle men 
and abundant raw materials in the midst of poverty and 
dire need. One can almost hear that “wise man in 
Mars” as he looks down upon the peoples of the earth 
and says, “What fools ye mortals be! Why don’t you 
put your idle men in the idle factories to process the 
raw materials and experience plenty instead of pov- 
erty?” 

To this question, only two answers are possible. 
Either we are not intelligent enough to operate effi- 
ciently the economic mechanism we have created, or 
knowing how to do it, the directors of enterprise choose 
not to do so because they believe that there is more 
profit with less product; that private riches accumulate 
faster at fractional capacity than at full capacity. Un- 
questionably, we fall short of possible plenty for both 
reasons. If so, the measure of success which we achieve 
in securing plenty will depend, first, upon increased 
understanding and the avoidances of those errors in 
judgment which cause the machine to bog down, and 
second, upon our ability to dissolve the apparent 
conflict between maximum profits and abundance. 

It was the recognition of this problem of under-ca- 
pacity production and low-level consumption that in- 
duced the Brookings Institution under the direction of 
Harold G. Moulton, to undertake a comprehensive 
study of “The Distribution of Weaith and Income in 
its Relation to Economic Progress.” The study has 
now been completed and appears in four volumes as 
follows: “America’s Capacity to Produce,” “America’s 
Capacity to Consume,” “The Formation of Capital” 
and “Income and Economic Progress.” 

In preparing this article on “An Appraisal of the 
Possibility of Plenty,” the writer was asked to survey 
and evaluate the findings of the Brookings men, and 


also the report of the National Survey of Potential 
Product Capacity as set forth by Harold Loeb and his 
associates in “The Chart of Plenty.” For this reason 
we are presenting a sort of review and critique of their 
work, combined with a measure of original comment 
and suggestion. 

I. America’s Capacity to Produce.—The first, and 
foremost consideration in any study of the possibility of 
plenty is that of productive capacity, for it is obvious 
that we can never distribute and consume more than is 
produced. After a careful study of this question, the 
Brookings men told us that America can produce an- 
nually about 20 per cent more than it did produce in the 
super-dynamic year of 1929." 

In reaching this conclusion, Nourse and his associates 
have, as they say, dealt realistically with our industrial 
machine, taking it as they find it, with some machines 
new and efficient, others old and obsolescent, some 
plants well managed, others badly managed, farmers 
efficient and inefficient as we find them, and all plants, 
mines, etc., not good enough to be called into use in 
1929, listed as sub-marginal or outside the pale of 
actual capacity production. By figuring capacity in this 
manner their estimate is far below that of the techno- 
crats and other planning enthusiasts who have at- 
tempted to show what would be America’s capacity to 
produce if the best known methods of production in 
every line were adopted generally. In referring to 
such a method of computing capacity, Nourse says, 
“While this is a fascinating field for speculation, it lies 
entirely outside the province of our present study. We 
have asked simply how much unattained productivity 
was latent in the actual situation of which we have more 
or less knowledge.” * 

In a review of this book prepared by the writer for 
The American Economic Review, December 1934, it 
was contended that the Brookings men had checked off 
a number of sources of additional capacity in order, as 
they admitted, “to simplify the problem of measure- 
ment.” But the strategy of ruling out all submarginal 
mines and plants and idle factories, to make capacity of 
production measurable is of doubtful merit. The prob- 


1 Nourse and Associates, ‘America’s Capacity to Produce,” page 422. 
2 Nourse, op. cit., page 424. 
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lem of computation is made more simple, and the figure 
arrived at looks more accurate, namely 19 per cent, but 
the actual findings are less reliable. They have since 
admitted the validity of the criticism, but frankly state 
that they “found it impossible to handle (idle and sub- 
marginal plants) in a completely satisfactory manner.” ® 

Since, then, they did not attempt to compute sources 
of production not quantitatively measurable, it is safe 
to infer that America’s capacity to produce is some- 
thing more than 19 per cent greater than in 1929, Ad- 
ding judgment to figures one might be allowed to guess 
that a 25 per cent increase is at least possible, which if 
converted into dollars would mean an increase in wealth 
production from ninety-two billion dollars worth of 
goods and services to 115 billions, purchasing power of 
money remaining the same. If distributed horizontally, 
it would make possible the distribution of an additional 
$1,000 worth of goods and services to each of the 22,- 
000,000 families, (more or less) now resident in the 
United States. 

II. America’s Capacity to Consume.—The maximum 
consumption possible by any people or nation is de- 
termined by the quantity of goods and services actually 
produced. Only by increased production can there be 
increased consumption, since nothing can be consumed 
that had not been produced. It is terribly trite and 
seemingly useless to set down with seriousness such an 
axiomatic truth. Yet, for the sake of clarity it must be 
said. There are so many quack notions and foolish sug- 
gestions going the rounds about the way to riches, pros- 
perity and high-level consumption that it is necessary 
now and then to come down to first principles and re- 
state fundamentals. One might easily gain from the 
writings appearing in some quarters that the standard 
of living would rise to a higher level of consumption if 
labor would resort to a shorter day and week; if farm- 
ers would restrict the output of hogs, wheat, cotton and 
corn ; and if employers would reduce the output of their 
factories and mines to make goods scarcer and prices 
higher. It must be admitted that private riches may 
frequently be increased by monopolistic policies and 
scarcity tactics, whether developed through private 
initiative or fostered by government. This is accom- 
plished for certain groups because dollar income may 
be greater by the creation of smaller volumes sold at 
high prices than larger quantities sold at lower prices. 

But even if such tactics could be utilized by every 
group of producers in a whole country, and every group 
showed an increase in dollar income, it would still be 


3 Moulton, H. G., “Income and Economic Progress,’ page 171. 
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true that we cannot eat, wear or be sheltered by, any- 
thing but goods which have been produced, and if fewer 
goods have been produced, the capacity to consume has 
been reduced by that amount. There is no known magic 
whereby a people when taken as a whole, can produce 
less and consume more. Therefore, the first limitation 
on the capacity to consume is the amount actually pro- 
duced, and the final limitation is capacity to produce. 

Producers, however, tell us that they would gladly 
produce at capacity if they could get their goods sold. 
Here is an inference that the consumers are the slack- 
ers and not the producers. Why do the consumers not 
buy more? The question is not answered in the second 
volume, but Moulton lets us know that he has a sus- 
picion that it is because of a mal-distribution of income, 
with far too little going to the low income groups. For 
instance, he shows that out of over 27,000,000 families 
in the United States: 


11,653,000 families get incomes of less than $1,500 
19,558,000 “ec 6é “ it “ce “ 2,500 
25,218,000 . ’ i cai “5,000 


There are only slightly over two million families with 
incomes in excess of $5,000 a year. They constitute 
8 per cent of the population but they receive 42 per cent 
of the income.* 

By making a study of family budgets and expeditures 
at the various income levels they find the types and 
volume of expenditures by each group. If it were pos- 
sible, then, by some means or other, to increase by 
$1,000 the incomes of all the 25,000,000 families re- 
ceiving less than $5,000, and if they then consumed in 
harmony with those now at these levels, the effective 
demand of consumers would be in excess of the full 
productive capacity of the nation. From this it follows 
that consumers furnish an active market for all the 
goods that capacity production can supply, provided 
they have the income. 

III. The Distribution of Income as Related to the 
Possibility of Plenty—In the third volume on “The 
Formation of Capital” the Brookings men_ break 
sharply with generally accepted, classical or orthodox 
economics. This comes about as they raise the funda- 
mental question “What is the bearing of the distribution 
of income upon the demand for the products of indus- 
try.” “Is the primary difficulty a lack of purchasing 
power among the masses ?” 

Having shown in the first volume that America had 
considerable unused productive capacity, and in the 


4 “‘America’s Capacity to Consume,”’ page 54. 
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second volume that she had great unsatisfied consump- 
tive capacity, “it is clearly apparent that consumptive 
requirements and productive possibilities are not sat- 
isfactorily articulated.”° These studies also revealed 
that an increasing proportion of the national income 
tended to be saved (for purposes of capital formation) 
rather than spent for consumption purposes. Has this 
increased saving accelerated or retarded the growth of 
capital ? 

1. The Dilemma of Saving and Capital Formation.— 
The dilemma of capital formation comes about in this 
way. “In order to accumulate money savings, we must 
decrease our expenditures for consumption; but in 
order to expand capital goods profitably, we must in- 
crease our expenditures for consumption.”*® The di- 
lemma presents difficulties whichever way we turn. If 
a larger percentage of the national income is saved, we 
have abundance of funds with which to create new 
capital, but such capital is not profitable. If, on the 
other hand, a larger percentage is diverted into con- 
sumption channels it is profitable to construct new plant 
and equipment, but there are inadequate funds for the 
purpose.”* The dilemma presents a perfect impasse 
with no way out unless it is possible to have a “simul- 
taneous increase in the flow of funds through both con- 
sumption and saving channels.” The traditional view 
has been that capital expansion can take place only if 
there is a reduction in the rate of consumption. But, 
says Moulton, our “Evidence shows conclusively that 
consumption and capital formation do expand and con- 
tract together.” *® “We find no support whatever for 
the view that capital expansion and the extension of 
the roundabout process of production may be carried on 
for years at a time when consumption is declining. The 
growth of capital and the expansion of consumption are 
virtually concurrent phenomena.” ® 

In summarizing the Brookings conclusions regard- 
ing the relation between consumption and capital for- 
mation or creation they are, first, that the rate of 
capital formation is greatest when consumption demand 
is highest, and is lowest when consumption is lowest. 
The correlation is direct and not inverse. This is possi- 
ble because industry never operates at capacity. In the 
dynamic year of 1929, the United States was still 20 
per cent below capacity production. Classical eco- 
nomics was tricked into one of its major errors by as- 
suming that free competition, freedom of enterprise, 
the profit motive and the automatic forces would keep 


5 Moulton, H. G., “The Formation of Capital,” page 4. 
Tibid., page 35. 
%ibid., page 48. 


op. cit., page 28. 
8ibid., page 43. 
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production at capacity. Perhaps they would if the 
assumed conditions were the actual conditions. But 
taking us as we are, we have an unused capacity of 20 
per cent at our best and 50 per cent at our worst. With 
this slack in the system it is not necessary to reduce or 
delay the creation of capital equipment if consumption 
expands, it is only necessary to call upon the idle labor 
reserve, the raw material reserves, saving reserves and 
bank credit to expand capital whenever consumption 
demand is high enough to make such behavior appear 
profitable. 

It is merely axiomatic to observe that if the classical 
assumption of capacity production were a reality, then 
an increase in the demand for and supply of consump- 
tion goods would have to be at the expense of saving 
and the creation of capital goods. But Moulton’s dis- 
covery or recognition of “slack” in the system has 
made it possible to bring theory into line with reality 
and show why the production and expansion of capital 
goods may move in direct correlation with consumption 
goods instead of adversely; going up with increasing 
consumption and going down with decreasing consump- 
tion. 

The second conclusion is that the statistical study of 
“lags” in this correlation shows that the initial change 
usually takes place first in consumption demand. “We 
have found that in most cases changes in business con- 
ditions appear to have originated in forces affecting 
the output of goods destined for consumption.” (page 
71.) 

But if we grant to the Brookings men adequate proof 
or verification of the two conclusions above, then the 
whole theory of the business cycle, so far as it relates 
to production and consumption, or saving and spending 
is concerned must be radically revised. If the initial 
movement, whether in the direction of recovery, pros- 
perity or depression, takes place in the demand for con- 
sumption goods, then it follows that any approach to 
successful operation of the industrial machine, at or 
near capacity, involving the possibility of plenty, calls 
for a first and major concern over the maintenance of 
adequate purchasing power in the hands of those whose 
incomes are in the lower brackets because they spend 
a higher per cent of their incomes for consumption 
goods than do those who are the recipients of high 
profits. 

Such findings play havoc with the high-profits-low- 
wages theory of prosperity and capacity production. 
Capital, available from high profits may set labor in 
motion, but only sustained consumer demand for con- 
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sumption goods can keep it in motion. This is because 
the demand for capital goods is only a derived demand 
—more capital needed to supply a higher demand for 
consumption goods—but the demand for final consump- 
tion goods is a primary demand and when adequately 
sustained, sustains the whole productive process. 

Upsetting as Moulton’s conclusions are to the gen- 
erally accepted ideas about business cycles and sources 
of prosperity, the writer is inclined to concur in his 
conclusions. He has always felt that there was some- 
thing wrong with the general idea that the capital goods 
demand was the essential one to watch and sustain as it 
held the key to prosperity ; that when consumer demand 
lags all we need do is to float bonds to buy more capital 
goods to produce more capital goods to create more 
capital goods. It impresses him as involving about the 
same difficulties as those facing the four boys who 
locked themselves in a room one rainy day in order that 
they might all get rich trading pocket knives. 

A final query remains to be answered. Is it not true, 
say the classicists, that the consumer demand is rela- 
tively constant, whereas the demand for capital goods 
is highly variable? The curve of business activity in 
general is far more closely identified with the curve of 
capital goods activity than with the curve for consump- 
tion goods. To this query, Moulton says: 


“The mere fact that the curtailment of business activity dur- 
ing the course of a depression is very much greater in connec- 
tion with the construction of plant and equipment than in the 
output of consumption goods in no way indicates that the 
capital goods industries are the pivot around which the eco- 
nomic system revolves. The moment the demand for consump- 
tion goods declines—for whatever reason—the demand for 
capital goods declines also and in vastly greater proportion. A 
slight shrinkage at the base of the pyramid very nearly elimi- 
nates the top.” This happens because the capital goods demand 
is almost wholly for replacements, it being obvious that if the 
plant capacity was adequate for prosperity, it needs nothing 
additional to care for depression demands.1° 


Furthermore, a small change of consumption goods is 
serious to employment and volume of business. This is 
because it is such a high per cent of the total volume of 
business. It is estimated that the total production for 
the year 1929 was eighty-one billions, seventy billions 
of which consisted of consumption goods. That ratio 
is close to the usual one. This means that as a rule 85 
per cent of our volume of production is for consump- 
tion goods and 15 per cent for capital replacement and 
expansion. From this it follows, of course, that if there 
is a shrinkage of five billion dollars in consumer de- 


10 ibid., page 72. 
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mand, the curve would fall less than 6 per cent, while 
a drop of five billions in capital goods demand would 
be 33 per cent, yet the actual loss in consumer demand 
would create as much unemployment, and have the same 
depressing effect upon the market for raw materials, as 
the far more striking depression in the capital goods 
industry. In other words the repercussions from what 
appears to be a very slight drop in consumption are 
quite as serious with respect to labor, agriculture and 
other producers of raw materials as the far more strik- 
ing shrinkage in the capital equipment industries. 

Finally, turning his attention to the decade of the 
twenties, Mr. Moulton discovered what he believed to 
be three tendencies, all of which contributed to the dis- 
equilibrium which led to the 1929 debacle and the de- 
pression following. “First, the tendency of money 
savings to increase faster than consumptive expendi- 
tures; second, the failure of new plant and equipment 
to grow as fast as money saving; and third, the dissipa- 
tion of excess money savings” in competitive bidding 
for securities at higher and higher prices. 

He apparently agrees with John A. Hobson that there 
is a sort of golden or ideal proportion between saving 
and spending. If that proportion obtains and both in- 
crease along together at the proper ratios, all is well. 
Speaking concretely, he says that in the early twenties 
the funds available for investment in capital equipment, 
or such as could be plowed back in the industry were 
eight or nine billions and most of it was used for that 
purpose. In 1929, savings available for investments 
had jumped to fifteen or sixteen billions, but business 
men, keeping a watchful eye upon the effective demand 
for consumption goods, did not deem it profitable to 
reinvest their entire savings in additional capital equip- 
ment, and continued reinvesting only about eight or 
nine billions. “‘What became of the money savings 
which did not eventuate in new plant and equipment? 
The answer is that, aside from that portion which went 
into foreign issues, the excess savings were absorbed, 
dissipated in bidding up the prices of outstanding se- 
curities.” ** 

In the concluding chapter of the volume on “The 
Formation of Capital’? Professor Moulton throws down 
the gauntlet to all proponents of classical economic 
theory with respect to saving and spending, and like 
Martin Luther he nails his theses on the door with a 
clearness that no one may mistake his meaning. He 
stands ready to defend them against any and all comers. 
By way of challenge, he says: 


11 jbid., page 151. 
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“According to the traditional analysis the amount of new 
capital goods that will be created depends merely upon the pro- 
portion of the national income that is set aside in the form of 
savings. When individuals save money instead of buying con- 
sumers’ goods, they express a demand for capital goods; and 
it is assumed that in response to this demand new capital goods 
will shortly be created. To produce such capital goods how- 
ever, it is necessary to shift labor and materials from the 
creation of consumption goods, this being accomplished by the 
operation of the so-called price and profit mechanism. The 
curtailment in the demand for consumption goods is matched 
by an increase in the demand for capital goods, and the result- 
ing fall in the price of the former and rise in the price of the 
latter serve to induce a shifting of productive energy in re- 
sponse to changing profit opportunities. 

“In accordance with this analysis all the productive energies 
of society are employed regardless of how the total money in- 
come may be apportioned as between consumptive expenditures 
and savings for investment... .” From this “it follows that 
the greater the proportion of the national income that is saved, 
the greater the growth of capital and the more rapid the rate 
of economic progress.” 12 


In reply, Moulton says: 


“We challenge the assumption that money savings enter the 
market as direct demand for capital goods. We contend that 
such savings merely constitute a supply of money available to 
business enterprisers for use in the construction of new plant 
and equipment. Whether it will be profitable to use such funds 
in the formation of new capital depends upon the possibility of 
selling (profitably) the commodities which such capital can 
produce. The demand for capital goods is derived from the 
demand for consumption goods. Hence, an increase in savings 
at the expense of consumptive demand will decrease rather than 
increase the output of capita] goods. ... If new capital is to 
be created there must be an increasing flow of funds through 
consumption channels as well as through savings channels. . . . 
(And) the facts show incontrovertibly that new capital is con- 
structed on an extensive scale when consumption is expanding 
rather than when it is contracting.” 18 


If the findings of this study are correct and valid, 
then, J. B. Say and his famous doctrine of markets, 
together with all those who have adhered to it during 
the past hundred years are in fundamental error. Pro- 
duction does not finance consumption, and keep the 
economic machine in motion, regardless of the personal 
distribution of income, or the proportion between sav- 
ing and spending, because purchasing power is always 
in the hands of someone and either the insatiability of 
human wants for consumption goods or the lure of 
profits from capital goods will induce them to use it. 

The distribution of the national income and propor- 
tion between spending and saving has definite bearing 
upon economic progress and the ability to maintain a 
high level of production and consumption. With re- 


12 ibid., page 156. 


183 ibid., page 157. 
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spect to the prosperity years of the 1920’s “A larger 
relative flow of funds through consumptive channels 
would have led not only to a larger utilization of exist- 
ing productive capacity, but also to a more rapid growth 
of plant and equipment. . . . The primary need at this 
stage in our economic history is a larger flow of funds 
through consumptive channels rather than more abun- 
dant savings.” *4 

IV. Solving the Riddle of Income Distribution and 
Plenty—After being told by the Brookings men, in 
their third volume, with categoric finality, that the 
smooth and full operation of the economic machine is 
dependent upon relatively less saving, and more spend- 
ing for consumption; that since high saving comes 
from those with large incomes, it follows that the only 
way to increase the ratio of consumer spending to capi- 
tal saving is to shift a part of the national income from 
the incomes in the higher brackets to those in the lower 
bracket; i.e., give more money to those with incomes 
around $1,000 to $1,500. 

We awaited with eager anticipation, the suggested 
technique by which this miracle or slight-of-hand per- 
formance was to be accomplished, for we were pretty 
familiar with J. B. Clark’s “Final Productivity Theory 
of Wages” that wages were governed largely by an 
economic law and in the long run could not exceed the 
specific value of the specific product resulting from a 
laborer’s effort. In other words, it takes more than 
wistful wishing to increase incomes in the lower 
brackets. 

It appears, however, that Professor Moulton and his 
associates also knew something about the laws of wages 
and in the final volume on “Income and Economic 
Progress” they bring forward a proposal for increasing 
income in the lower brackets that is not in conflict with 
the principles of economic science. 

Furthermore, their ingenuity is still more strikingly 
revealed by using the major portion of the book to 
expose popular fallacies and tell us how consumer de- 
mand from the smaller incomes cannot be increased. 
We shall present them with only the briefest comment, 
leaving the reader to consult the original discussion, if 
he so desires. 

1. Expansion of Foreign Markets.—lf there appears 
to be a supply of investment funds in the hands of the 
rich beyond that which can profitably be employed in 
capital equipment at home, then turn to investments 
abroad and finance the expansion of exports. In this 
way plants could be operated at capacity and labor fully 


14 ibid., pages 159-60. 
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employed, and no maladjustment or stoppage need arise. 
But that plan was tried on a vast scale for ten years 
following the war and with disastrous results. Hence 
it needs no further serious consideration. 

2. “Share the Wealth Program.’—The Proposal of 
Wealth Equalization. If wealth were all in monetary 
form, securely filed away in the lock-boxes of the na- 
tion’s banks, then it would be physically possible to 
equalize wealth and it might have some social merit, but 
wealth is composed primarily of farms, factories, mines 
and railroads. To divide them up and share them is to 
destroy or decrease their value and effectiveness. Many 


* cannot be divided without being destroyed. Therefore, 


the capital levy as a means of equalizing wealth is not 
the path to plenty, even for the poor man. 

3. Taxation and Public Enterprise —lIt is difficult 
to prove that money collected through tax channels 
and expended through government channels creates 
more employment, or gives greater income to the poor 
than private enterprise. Public enterprises undertaken 
solely, or primarily, to create a market for idle labor 
and raw materials is part and parcel with the “make 
work” fallacy and should be roundly condemned by all 
economists. Government expenditures should be un- 
dertaken and financed, either from the proceeds of 
taxation or the sale of bonds, only when “the goods 
and services which would thus be produced would 
yield to the American people greater satisfactions than 
they would derive from the goods and services which 
might be produced with the same expenditure of funds 
and energy through private enterprise.” *® With Moul- 
ton’s ideas as expressed here, economists and those 
trained in the lines of scientific management, will find 
it easy to agree. 

4. Raising Money Wages——The conclusions in vol- 
ume three had led us to suspect that Moulton would 
champion this thesis. The high-wage-purchasing-power 
theory has won many advocates and is most alluring. 
Yet Moulton rejects it and gives his reasons clearly. 
First, higher wages do not as a rule yield higher pur- 
chasing power. If the bargaining power of employers 
is strong enough to keep wages low, then when forced 
by labor or government to raise wage rates, their bar- 
gaining power with the consumer will be strong enough 
to raise prices. In fact, if prices have been kept in line 
with costs through effective competition, it will be im- 
possible to raise wage costs without raising prices, and 
if it is monopoly with which we have to deal then be 


18 Moulton, H. G., “Income and Economic Progress,” page 95, Brook- 


ings Institution, 1935. 
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assured that increased costs will be passed on in in- 
creased prices, especially if we relax the anti-trust laws. 
Experience with the NRA has proved that “in the ma- 
jority of instances price increases ran ahead of wage 
increases.” (page 105.) Verily, what doth it profit a 
man to get a 10 per cent increase in money wages, when 
accompanied with a 15 per cent increase in the cost of 
living ? 

But, whereas, labor does not gain in real wages by 
increases in money wage rates, all groups lose that are 
tied to fixed incomes, whether by statute as government 
employes, or by custom. 

The most fatal result, however, of trying to give 
greater income and effective demand for consumption 
goods to those in lower income brackets by wage in- 
creases, is its conflict with that obstinate old rascal, 
demand and supply. Governments may set minimum 
wages, and strong labor unions may demand the union 
scale or withhold supply, but it must never be forgotten 
that the wage problem is a price problem, and the higher 
the price of labor, the fewer the number of units of 
labor that will be purchased. 

The writer is no proponent of sweatshop wages, and 
there may be some merit to the suggestion that wage 
rates be kept high in times of prosperity when labor is 
quite generally employed, lest consumer purchasing 
power weaken, and capital equipment be left idle. But 
to propose a general increase in the price of labor in the 
midst of a dire depression when ten million men are un- 
employed—to propose an increase in price, when at the 
prevailing price the supply exceeds the demand by ten 
millions—approximates the acme of absurdity in the 
field of economic affairs. Professor Moulton does well 
to warn us against this popular fallacy. Truly, the law 
of demand and supply presents stubborn opposition to 
our well-laid plans. It is no wonder that a prominent 
politician (not in Louisiana) said recently that one of 
the first laws which congress and the state legislatures 
should repeal is the “law of demand and supply.” Its 
operation is so disconcerting to demogogic proposals. 

5. The Chart of Plenty—Before passing on to con- 
siuer what Moulton believes to be the correct method of 
distributing income and placing additional purchasing 
power in the hands of consumers with low incomes, it 
seems expedient at this point to present and evaluate the 
findings of the National Survey of Potential Product 
Capacity as set forth by Harold Loeb and his associates 
in “The Chart of Plenty.” 

Space will not permit a reproduction of the many 
tables, charts and arguments by which they arrive at 








56 THE SOCIETY FOR THE ADVANCEMENT OF MANAGEMENT JOURNAL 


their conclusions, but going directly to the point they 
say that capitalism functioning through the open- 
market, competitive system under the spur of profits 
does not, and cannot, sustain the economic mechanism 
at capacity production, or high-level consumption. This 
is because “Profits can be made only when the effective 
demand equals or exceeds the available supply of goods 
for sale.” *® 

Employers are caught between the necessity of pay- 
ing low wages in order to stay in business with their 
competitors, and of paying high wages in order to pro- 
vide a market for their goods. “The contradictions in- 
herent in the open-market system compel employers to 
cut the national income and impoverish the nation in 
order to save their financial necks.” This is the dilemma 
inherent in competitive capitalism. From this it follows 
that “either the present system of rewarding labor must 
be discarded, or the plant and personnel must be op- 
erated at two-thirds speed, or one-third unneeded pro- 
ductivity must be diverted into waging war, preparing 
for war, or some new large-scale speculative undertak- 
ing whose nature has not yet been envisaged.” **7 When 
faced with these two alternatives “It would seem that 
the simple and obvious way out, that of giving a buying 
power adequate to procure desired goods and services 
to the limit of our ability to produce them might well 
be tried.” (page 161.) 

Now for the plan. First, there must be a Board of 
Scientific Managers with the combined functions of 
seeing what the capacity productive power is, and then 
operating at that level, while laborers and other con- 
sumers are supplied with money enough to buy these 
goods. Mr. Loeb does not stress the necessary con- 
centration of power, yet their plan necessitates the 
creation of a Board of Administration with absolute 
power not surpassed by Mussolinian Fascism, as the 
following four-point plan clearly indicates : 


“To create a buying power commensurate with our ability to 
produce and our need to consume seems to require: (1) that 
goods and services be divided (by the board) into two classes: 
those no longer necessarily scarce, and those intrinsically scarce 
(which need not be further considered) ;* (2) that the prices of 
the former be fixed (by the board)—at any price level—and 
totaled; (3) that the total price (budgeted quantities multiplied 


16 Loeb and Associates, “The Chart of Plenty,” page 160, Viking 
Press, 1935. 

17 Loeb, “The Chart of Plenty,” pages 160-161. 

* Loeb’s own footnote on this point is as follows: ‘‘Goods intrinsically 
scarce could and probably would be left to the open market system since 
no socially useful purpose is served by fixing their prices or controlling 
their production. This is due to the fact that competitive selling is an 
aid to technical advance only before the problem of production has been 
solved. After the problem of production has been solved, competitive 
selling is conducive to organized sabotage in the form of restriction of 
production.” 


Vol. I, No. 2 


by unit prices), translated into monetary terms, be issued (by 
the board) to the prospective consumers and canceled when 
exchanged for goods and services; (4) that the industries con- 
cerned with producing and distributing these non-scarce goods 
be centrally controlled (by the board)1® so that the budgeted 
quantity of goods (subject, of course, to unforeseeable varia- 
tions in consumer demand) shall be produced. These four 
measures would seem to solve the economic problem insofar as 
its engineering aspects are concerned.” 19 


“The Chart of Plenty” has received superlative praise 
by no less an authority than Charles A. Beard, who 
unhesitatingly says of it “This is the most important 
book of the twentieth century that has come within my 
ken.” In the light of this comment one hesitates to 
offer the following criticism, but frankness and intel- 
lectual integrity require it, and without further hesita- 
tion we make bold to say that this book only reveals 
how extremely foolish great engineers can appear when 
they presume to write a serious work dealing with the 
science of economics. Lest one be held guilty of preju- 
dice we submit the following proof. 

“Scarce vs. Non-scarce goods.” What in the world 
does Mr. Loeb and his associates mean by goods “in- 
trinsically scarce” and those “no longer intrinsically 
scarce,” and further that we would continue to allow 
scarce goods to be regulated by open-market competi- 
tion, but the price of non-scarce goods we would regu- 
late by planning boards, who would fix the quotas to be 
produced, the prices at which they would sell, and issue 
enough monetary tickets to consumers to get them all 
sold and consumed? Now when is a good scarce? 

From the statement made by Loeb, one would be led 
to believe that a supply curve was a horizontal line; that 
out to a certain point goods would be scarce, beyond 
that point they would cease to be scarce. The econo- 
mist, on the other hand, knows that the science of eco- 
nomics cannot be handled intelligently without first 
defining a few terms. One of the first distinctions 
necessary to make is the difference between free goods 
and economic goods. Free goods are those which exist 
in quantities sufficient to satisfy all wants at a price of 
zero. They have utility but are not scarce. Economic 
goods do not exist in quantities sufficient to satisfy all 
wants, therefore the price is above zero. They have 
utility and are also scarce. Therefore, there is not a 
single good with which economists, producers, or con- 
sumers concern themselves, but goods of the scarce type. 
Scarcity is a relative term, not an absolute one. At one 


18 Note.—The words “‘by the board’’ inserted in the parentheses above 
were not in the book, but placed there by the writer of this article, be- 
cause they are inherent in the plan. 

19 op. cit., page 162. . 
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price supply is in excess of demand, at a lower price it 
is not. The demand for every economic good is greater 
than supply if the price is low enough. In other words 
demand and supply are economic terms and are mathe- 
matical functions of price. An engineer who looks 
about him and sees a large mass of unsold goods or 
goods that are moving slowly calls them “abundant,” 
or not affected with scarcity. Others, he sees going 
like hot cakes and calls them scarce, not seeming to 
realize that every economic good would go like hot 
cakes if only the price were lowered sufficiently. 

The second absurdity in their proposition is that 
scarce goods would be regulated by open-market compe- 
tition the same as now. Only non-scarce would be 
controlled and priced by the economic dictator. But 
from the analysis above, it is clear that all goods with 
which enonomics is concerned are the scarce ones. 
Therefore had he defined his terms rightly, all goods 
would be governed by open-market competition and 
there would be nothing for the board of planners to do. 
What a beautiful illustration of the way in which a 
disagreement evaporates when terms are rigidly de- 
fined ! 

But granting to these engineers a sufficient degree of 
occult power to distinguish scarce goods from non- 
scarce goods at some other point than that which dis- 
tinguishes free goods from economic goods, and then 
have the abundant goods regulated, fundamental diffi- 
culties arise. The success of securing balance between 
production and consumption at capacity with plenty 
for all, depends upon two factors; first, the wisdom of 
the planning board to get quotas and proportions prop- 
erly arranged, and secondly, enforcing upon the mem- 
bers a willingness to consume at those ratios at the 
prices set by the planning board. Whether Mr. Loeb 
and his associates are aware of it or not, their plan has 
already been tried and the verdict of history is against 
it. One was by Robert Owen with his National Equita- 
ble Labor Exchange established in England in 1832. 
To guarantee that workers would always have as much 
money or purchasing power as was required to buy or 
effectively demand all that was produced, workers 
were paid in labor-time notes, and the price of each 
commodity was equal to the labor-time money, given to 
the producers, yet goods came to glut the market and 
could not be sold because the workers who possessed 
the money felt that in many instances the goods were 
priced too high.*° 

20For a fuller statement and criticism, see the Chapter on Robert 


Owen in ‘‘Value Theory and Business Cycles,” by H. L. McCracken, 
McGraw-Hill, 1933. 
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The writer is familiar with another attempt to bal- 
ance capacity production and capacity consumption by 
the use of quotas and a planning board by the Amana 
Society in Iowa. The writer has made many visits 
there and had long conferences with the chairman of 
the planning board. The board fixes the proportions 
for goods to be produced, prescribes the order of con- 
sumption, including food, clothing, housing, etc. In all 
fairness to the experiment, we would say that it had 
largely eliminated all worry about the future. There 
was great contentment and happiness, possibly beyond 
that experienced by the majority under capitalism, but 
by no conceivable stretch of the imagination could it be 
called an economy of capacity production and plenty. 
Lacking the stimulus of competition and freedom of 
enterprise, the pace was exceedingly deliberate, produc- 
tion low with inadequate capital facilities, revealing 
“the simple life” with both its blessings and its curses. 
Furthermore, they had problems of discipline, and will- 
ingness to do as the planners directed. It worked in a 
measure because the membership was voluntary. To 
attempt to force any such a degree of planning and cen- 
tral, fascistic control throughout the whole of American 
industry is unthinkable and of course not permitted by 
the American Constitution. 

V. The Final Solution—Distributing Income through 
Price Reductions—After carefully presenting and 
critically appraising the various proposals which Moul- 
ton deems to be in error, he then presents as valid the 
proposal for an increase in income and consumer pur- 
chasing power, through general price reductions. This 
he calls “The Competitive Method of Distributing In- 
come.’ American business men may seek to add to 
their private riches, either by the way of monopoly, 
which utilizes the principle of scarcity and monopoly 
price or, business men may seek to increase their 
private riches by following the efficiency principle un- 
der competition. In fact the only path which competi- 
tive business can successfully follow is the efficiency 
principle. Competition sets the price, and only those 
succeed who get volume of business. Since the in- 
crease in efficiency which is responsible for the reduc- 
tion in costs commonly involves an expansion in 
productive capacity, the wise alternative obviously is to 
expand sales by offering the products at a lower price. 
In short, increased efficiency makes possible lower 
prices, while the profit incentive (under competition) 
insures the actual reduction of prices. The greatest 
profit to the enterpriser is thus derived through giving 
to the masses the most for their money. The interest 
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of the profit-maker, therefore, coincides with the wel- 
fare of the consumer.”* 

The Universal Benefits of Price Reductions. The 
price reduction method of distributing income has .an 
outstanding advantage over other methods in that the 
benefits are extended automatically to the entire popu- 
lation. Increased money wages may aid the labor group 
which actually receives the wage increase, but they in- 
jure everyone who has to pay the higher prices. Larger 
production and lower prices help all who consume the 
goods. 

This method of distributing income is particularly 
helpful to the farm population. The latest census shows 
44,636,770 classified as farmers. As a class they have 
had the lowest income of any important group in the 
nation. The per capita income of the farm population 
for the United States as a whole even in 1929 was only 
$273.22, Raising money wages and prices only makes 
their plight worse. But the price-reduction method 
automatically extends its benefits to agricultural and 
non-industrial small town population. The same would 
be true of that large group of professional workers and 
salaried men whose incomes are of the relatively fixed 
type. They constitute that great middle-class group 
that absorb terrific punishment by the high-wage-high- 
price policy, but would be effective demanders for far 
more goods if industry followed the path of efficiency 
and competitive price. Sharing income by price reduc- 
tions would not handicap manufacturers who produce 
for export markets. The high-wage, purchasing-power 
plan decidedly does. “The greater the technical prog- 
ress and the lower the consequent selling price the 
greater will be the chance of expanding foreign sales. 
The adoption of a policy of distributing benefits of 
progress by means of progressively lower prices rather 
than by means of advancing wages—particularly if 
adopted by all countries—would enormously clarify and 
simplify the problem of international competition. 

“The broad highway along which continued economic 
progress must be sought is the avenue of price reduc- 
tion.” 7° 

VI. Final Appraisal and Criticism.—It is probable 
that many who have followed carefully and hopefully 
through the extended study made by the Brookings 
men, set forth in four volumes, have been disappointed 
when the climax of the study is reached in Chapter 
VIII of the final volume on Income and Economic 
Progress. What a simple solution! “Share the wealth 


21 Moulton, H. G., “Income and Economic Progress,” page 118. 
22 ibid., page 123. % ibid., page 126. 
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and distribute more real income to the lower income 
groups by increased efficiency and decreased prices.” 
Surely the mountain hath labored and brought forth a 
mouse. ; 

Additional response might be that prior to the Roose- 
velt regime with its New Deal formula of higher wages, 
higher prices, and scarcer products, the economic pat- 
tern was exactly what Moulton and his men are now 
proposing. Yet it ran amuck. Was not the Mellon- 
Coolidge-Hoover regime characterized by rugged in- 
dividualism, freedom of enterprise, amazing increases 
in efficiency and competition? Does not private capi- 
talism, functioning under the guidance of the automatic 
forces guarantee the very kind of income distribution 
which Moulton proposes ? 

With some reservations, the answer is “Yes” if it is 
sufficiently competitive ; if there is sufficient freedom of 
enterprise; if individuals are sufficiently rugged to be 
willing to meet competitors on the basis of efficiency 
and price, instead of scampering for shelter under the 
same tent in order to agree upon production policies 
and price, and avoid the rigors of competition. On 
this point Professor Moulton says: 


“The development of trade associations in the 1920’s was 
systematically encouraged under the leadership of the United 
States Department of Commerce. Indeed ‘stabilization’ was 
one of the fundamental policies of the Hoover regime—the 
stabilization of prices being regarded as a means of preventing 
disorganization and hence as a key to stable production and 
permanent prosperity. 

“The evolution of industrial policy in recent times has thus 
served in substantial measure to prevent or impede the func- 
tioning of the competitive price mechanism. That is to say, 
over an ever-widening segment of the economic system the 
process of persistently expanding purchasing power by means 
of price reductions (as technological changes drove costs down- 
ward) has been checked. Thus one of the primary agencies 
of adjustment upon which the capitalistic system was supposed 
to rely has in substantial degree ceased to be operative.” 24 


As a result of this drive on the part of business men 
for stabilization througk trade associations, and finally 
for outright repeal of anti-trust legislation, “the neces- 
sity of progressive price reductions as a means of ex- 
panding purchasing power and markets appears to have 
been forgotten, alike by business managers and eco- 
nomic statesmen. The conclusion is inescapable, how- 
ever, that in so far as the effort to stabilize prices is 
effective the broad distribution of income upon which 
continuous economic expansion depends is circum- 
vented.”* 


% Moulton, H. G., “Income and Economic Progress,” page 138. 
op. cit., page 140. 
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It appears therefore, that the Mellon-Coolidge- 
Hoover industrial regime had little in common with 
private, competitive, capitalism. The visible hand of 
monopolistic price and production control had been 
widely substituted for the invisible hand of flexible 
price in the presence of competitive supply and demand. 
If this be true, then this simple looking prescription of 
the Brookings men is one of vast import and far- 
reaching significance. 

In fact, it is probable that the medicine here pre- 
scribed is a pill altogether too bitter for American busi- 
ness men to swallow, after having tasted the sweet 
meats of group agreement and unified action. Stuart 
Chase was probably right when he said of a certain 
group of employers, “Apparently they were more 
afraid of competition than of federal control.” ** It is 
not infrequently true that those who shout most loudly 
for rugged individualism and freedom of enterprise are 
smugly sheltered behind some kind of “Pittsburgh 
Plus.” 

The writer’s final verdict is that Brookings Institu- 
tion has probably presented the soundest economic pro- 
posal that can be made whereby private capitalism can 
approximate most nearly to capacity production and 
maximum consumption. It is true that it has little in 
common with the New Deal program of general scar- 
city and higher prices. Fundamental weaknesses are 
already appearing and much of the program will doubt- 
less disappear, either by court order or by general con- 
sent. 

On the other hand, the proposal has little in common 
with monopolistic combinations and Hoover stabiliza- 
tion plans. Should business revert to that idea, Capi- 
talism can be expected to stagger from one impasse to 
another till a new rebellion occurs which will carry the 
nation to more complete regimentation, either Socialism 
or Fascism. 

Capitalism has been severely wounded in the house 
of its friends,—the “relax-the-anti-trust-laws” men. 
Its future health and security lies in a general return to 
healthy, wholesome, competition, with emphasis on effi- 
ciency and lower prices rather than upon scarcity and 
higher prices. Business men would do well to give 
more time to “scientific management” as first set forth 
by Frederick W. Taylor, and less to combinations in 
restraint of trade. Taylor never assented to the need 
of following the scarcity principle. He steadily main- 
tained that the unmet needs of consumers were too 
great; that the rapid discovery and adoption of greater 


% Chase, Stuart, “Government in Business,” page 1, Macmillan, 1935. 
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efficiency would not cause supply to exceed effective 
demand, provided only that producers shared the gains 
with consumers in the lower prices which these dis- 
coveries made possible. These are the conclusions of 
Moulton and his men and the present writer still be- 
lieves in the fundamental validity of that position. 





(Continued from page 36) 


of scientific management and in guiding efforts in its 
application along right lines to a higher plane. To be 
of value it is not necessary that a paper deal only with 
something totally new; it is just as important to clarify 
understanding with respect to the old and to bring back 
into the picture important aspects of scientific manage- 
ment which have been lost sight of as well as to inter- 
change experience in its application. 





(Continued from page 41) 


myth. They are desirable and they are possible, but 
they are possible only as functions of centralization. 

It may be that our courts will declare that we estab- 
lished a constitution which does not permit adjustment 
and regularization under the authority and guidance of 
a central government; that we made a constitution so 
rigid that we must endeavor in a modern complicated 
society to pursue the ends and employ the means of 
nearly a century and a half ago. There are many busi- 
ness men so blind as to hope that the courts will so 
declare—witness the replies to the recent questionnaire 
of the Chamber of Commerce of the United States. If 
they do so declare, it appears inevitable that the orderly 
progress which has been in the background of our 
minds this evening will not be realized; that it will be 
disorderly—possibly become very disorderly. Func- 
tional necessity laughs at constitutions and courts that 
refuse to recognize the solid facts of the evolution of 
human institutions, and refuse to be flexible and ad- 
justable. 





REVIEWS 


The Triumph of Mediocrity in Business. By Horace 
Secrist, Bureau of Business Research, Northwest- 
ern University, Evanston, Illinois, 1933, pages 
xxix, 468. 

The main point in this work is that individual businesses under 
present conditions of competition and free enterprise do not con- 
tinuously improve, but rather tend to mediocrity. The statistical 
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studies upon which this conclusion rests were made on informa- 
tion drawn from department stores, retail clothing and retail 
hardware stores, wholesale grocers, banks, railroads and agri- 
culture. 

Professor Secrist starts with the assumption that practice and 
repetition should lead to improvement in business as in personal 
ability. Using reports of expense figures and of net profits as 
measures of efficiency, he finds that practice and repetition do 
not in fact lead to continuous improvement in business, but that 
concerns with low expense rates tend in time to show increases 
in expenses and, similarly, that concerns with high expense rates 
gradually reduce them. Both extremes, therefore, tend towards 
a middle, or modal, result. As Professor Secrist puts it: “They 
tend to regress to type.” 

There are several practical implications in this study. Profes- 
sor Secrist thinks that the time may have come for setting up 
mathematical tables forecasting the expense and profit pos- 
sibilities, and, indeed, the mortality rates of private business con- 
cerns. On the basis of such knowledge new entrants into 
business could be forewarned and forearmed against the chances 
of failure they would encounter. Successful concerns already 
established, when faced by the facts concerning these trends, 
could perhaps take more vigorous measures to prevent regres- 
sion to their respective types. 

Professor Secrist evidently intends the study to be a criticism 
of the present competitive system for its failure to develop 
higher and higher forms of efficiency. If so, he does not point 
out what type of economic system would better serve this pur- 
pose. This reader would have been pleased to learn whether 
Professor Secrist thinks there is any radical remedy for the 
trend he has described, or if, indeed, there may be any remedy 
at all. 

The statistical work in this volume, while of the highest 
grade, uses raw materials which might perhaps be challenged. 
The samples drawn from the retail fields are, in the opinion of 
the writer, not only limited, but biased. No account was taken 
of competitive concerns that rose and fell during the period 
under consideration. A study of the expense rates among con- 
cerns that failed would have proved a useful addition. More- 
over, the period covered by these studies, 1920 to 1930, was, for 
the retail trade, a period of rising costs of operation. It is true 
that expense ratios increased, but probably not in full propor- 
tion to the increases in costs that occurred in such items as 
labor, rent, advertising and supplies. Retailers fought very hard 
during these years to keep their expense rates down. Had there 
not been such vigorous effort the expense ratios would have 
gone much higher. There may be room for an assumption that 
the groups of concerns studied by Professor Secrist all made 
relative advances in efficiency. If they had not done so the costs 
of retail distribution to consumers would have gone much 
higher. 

Professor Secrist’s book is heartily recommended to thought- 
ful students of both business and economics. It is in no sense 
an elementary book. The reader must be able to use his head as 
he goes along. Whether he will agree or not, is not so impor- 
tant as the stimulation he will find in this book. By Paur H. 
Nystrom, Professor of Marketing, Columbia University, New 
York. 
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The Art of Conference. By Frank Walser, Harper & 
Brothers, New York and London, 1933, pages x, 
305. ($3.00.) 


Mr. Walser has based his book on extensive participation in 
conferences, including groups of Mohammedans in Egypt, em- 
ployers and employes in Paris, diverse groups in America, and 
international progressive education and Quaker relief. He has 
been influenced by the emotional and philosophical background 
of Slavic thought, by the quiet efficiency of the Quakers, and by 
the extensive work on conference method, particularly that of 
the Inquiry. To the groundwork of others he has added some 
original contributions in this stimulating book. 

The author thinks that there are more and more tasks at 
which men cannot create alone, but must create and plan to- 
gether. Humanity is pressed to choose between a chaotic mass 
of conflicts and systematic methods of co-operation. 

Tracing democracy back to the methods of the village meet- 
ing, Walser urges that the democratic method of discussion and 
integration of conflicts be chosen rather than the trend to propa- 
ganda and autocracy. Not only vast new distances, but the vast 
new complexity of information must be bridged. “The study 
group, the research committee and the conference table will take 
the place of the old meeting house.” A naive faith in experts is 
not enough; their facts and interpretations must be communi- 
cated and evaluated. Solutions to problems are in the nature of 
an invention and often arise from the synthesis of different 
points of view. 

Walser sees conference methods not only as an educative 
force for social change, but also as modifying the individual. He 
points out “how useless it is to change the institutions unless the 
character of the individuals, particularly their habits of meeting 
all sorts of conflicts and their manner of examining fruitfully 
their own personal inconsistencies are improved.” The confer- 
ence method is creative when the individuals are participating 
not only with the surface of their active minds but with the 
emotional depths of their whole personality. 

The author gives many important points on the technique of 
preparing for and holding a conference, the part of the chair- 
man, and so forth. The special point of technique which he 
stresses is the proper use of “pause” or “silence” of a minute or 
two, to allow conferees to think out what they have heard and 
assimilate it to their own trains of thought. These pauses some- 
times facilitate an integrated group opinion. 

The function of leaders is to introduce new vision and express 
latent tendencies. They can supply facts and a trained chair- 
man, and advance the processes by which individuals and groups 
can become inventive, creative and well informed. Finally, the 
conclusions of many groups can be combined into a few forceful 
decisions affecting wider groups. 

The book has in parts a somewhat mystical flavor which is 
quite likely to antagonize those who are impatient with a re- 
ligious attitude. On the other hand, what he says has been care- 
fully criticized with the intellect, and is close to the position of 
the psychologists who stress the importance of the integration 
of the whole personality. Walser thinks that the resolving of 
conflicts in the individual citizen’s mind is an essential part of 
social progress if violence is to be avoided. By Mary CUSHING 
H. Nites, Consultant in Management, Baltimore. 











